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e In the Record « 


This Business Record might be called the prices and budget issue. 


BUDGETS 
1: 


Our tax expert has worked overtime to give us an appraisal— 
in pointedly topical paragraph form—of which way the budget 
is leading in terms of inflationary or deflationary tendency. He 
warns us that a budget as large as was our national output in 
1935 has to be weighed in its many parts to see whither each 
part is leading. Even then it is hard to get the feel of the whole 
budget. His is an important attempt at thumbnail analysis 
and synthesis. (Page 62.) 


2 


Close-by in the issue is some informal comment, post-Suez, on 
national budgets in general, on money (and budgets) in re- 
lation to national stability, and incidentally on oil. Dr. Jacobs- 
son’s remarks were first addressed to Associates and guests 
who were attending the dinner session of Taz CoNFERENCE 
Boarp’s 373rd Meeting at the Hotel Commodore in New 
York in late January. Exactly five years earlier, Dr. Jacobsson 
first addressed a Board Meeting session on currency and other 
world problems. He points to substantial progress in that five- 
year period, But much remains to be done, he says, to safeguard 
the value of currencies internally and in terms of conversion— 
and much of it will hinge on what happens to national budgets 
in the neat five years. (Page 70.) 


Je 
On our own current budget again, a companion piece to the 
one referred to above that opens the issue tells what is new in 
welfare spending. “Three out of five of the additional federal 
dollars for labor and welfare will go to established programs,” 
reports the author, “and two to proposed legislation, chiefly 
assistance to states for building schools. . . .” (Page 66.) 


From budgets to prices is hardly any step at all—for the subject 
seems to be the same: are prices inflationary—and, if 80, how 
dangerous the inflation? 


PRICES 
UP 


“Tt is, of course, no accident,” writes our business analyst in 
his monthly Business Highlights, ‘that price rises are cur- 


rently concentrated in precisely those areas where levels of 
activity are questionably high. . . .”” After discussing these 
areas and what will determine increased—or decreased—buy- 
ing in them, he states that “without belaboring the point 
further, it should be clear that the 1957 price trend is worth 
exploring”—which he proceeds to do. . . . (Page 80.) 


wR 


At the middle of the book runs the curves of graphs on the 
course of stock-market prices over the past ten years, along- 
side other curves depicting the movements of GNP and other 
measures of factors in our economic life. This two-page center 
spread is preceded by an examination of stock prices as an in- 
dicator—good and bad—of events to come. . . . (Page 77.) 


3. 


On the right flank of Business Highlights is a review of con- 
sumer prices over the past year. The behavior of groups and 
subgroups measured in THE CoNFERENCE Boarp’s price in- 
dex is shown in text and plotted in charts. The range of change 
in the individual reporting cities is also presented in table and 
text. . . . (Page 86.) 
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_ . . Further back in the book are two pairs of pages of se- 
lected business indicators, one for the United States and one 
for Canada. . . . (Page 90.) 


5. 


. . . The book ends with charts, a table, and a discussion of 
the railroads in 1956. Speaking of indicators of what is to 
come, “it should be borne in mind,” the article says, “that rail 
traffic is highly sensitive to changes in business conditions. . . . 
in some degree the railroad outlook is the outlook for the 
heavy materials and large durables associated with business 
spending.” . . . (Page 94.) 


It’s an important issue of the Record dealing with important 
subjects in an important way. Careful perusal of its contents 
should prove valuable to you and your company. If you need 
extra copies of the issue, let us know. 


The 1958 Federal Spending Program: 


1. A DEFLATIONARY OR INFLATIONARY BUDGET? 


Budget are many and not only varied but fre- 

quently conflicting. In its specifications for the 
spending of $72 billion—a sum equal to the value of the 
nation’s entire output no longer ago than 1935—there 
could somewhere be located facts sufficient to bear out 
quite diverse conclusions on the effect of federal opera- 
tions for the months ahead. 

There can be no single quantitative measure of the 
net result of these varying influences. For the key ques- 
tion, “‘on balance, is the new budget deflationary or in- 
flationary?” or, put another way, “what will the net 
effect on the level and rate of business activity be of 
these fiscal proposals?” there can be offered only gen- 
eralizations. A balance sheet of the restraining and the 
stimulating forces to emanate from Washington in the 
fiscal year beginning next July and broader implications 
for later years might add up in the following way. 


ik IMPLICATIONS raised by the 1958 Federal 


DEFLATIONARY ASPECTS 


e Abalanced budget— Most apparent of all, a balanced 
budget producing a revenue surplus, such as the $1.8- 
billion excess now predicted for next year, is a restrain- 
ing influence. If the highway program, now excluded 
from the budget proper, were also included, the expected 
surplus for 1958 would become $2.2 billion. 

If a more precise and quantitative study of the effects 
of taxes and outlays were possible, and if the alterna- 
tives to taxing and spending plans and their effects 
could be measured, the over-all net economic impact 
might prove to be different. But with present knowl- 
edge, the odds are that the net effect falls on the restrain- 
ing side of the ledger.! 


e A cash surplus—The case is even clearer for the so- 
called cash budget. This accounting measures the actual 
flow of cash between the government and the public, 
omits noncash items and includes trust-fund operations. 
By this reckoning, the Treasury next year stands to 
take in $3 billion more than it will pay out. 


@ Surplus to reduce the debt—The expected surplus, 
moreover, is to be directed toward debt reduction, 
which, if concentrated in redemption of bank-held debt 
and not offset by other monetary measures, could re- 
duce the already tight money supply. 


© General anti-inflationary policy—Fiscal policy is to 
reinforce in other ways the restraining influence created 
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by the budget’s income-outgo relationship. Our “basic 
policy,” the President affirmed in his Budget Message, 
is to restrain inflation. If subsequent events proved the 
need for additional restraint, further measures would 
presumably be invoked such as withholding authority 
to spend money already appropriated, slowing down 
existing projects, or canceling marginal programs. 
Moreover, since the submission of the budget, officials 
have been more outspoken than in other years in assert- 
ing intent further to reduce the amounts officially 
proposed. 

e Littie prospect for lower taxes—The prospect for tax 
reduction has emphatically been made to appear less 
probable than in past periods of similar budget pros- 
pects. Only the vaguest of references are made in the 
new budget to tax relief and then only to a few specific 
areas; e.g., small business. 

Not only is the rise in federal receipts which ac- 
companied national growth in recent years ($9 billion, 
for example, since the last tax reduction in 1954) not to 
be passed on to taxpayers, but the sights for a validating 
margin now seem to have been raised. Instead of the $2 
billion or $3 billion recently set as the margin necessary 
before tax relief could be considered, the Treasury now 
seems to be thinking in terms of a $3-billion to $5-billion 
surplus before recommending general tax reduction. 

Prospects and policies such as these deflate aborning 
any stimulus that even a prospect of future tax reduc- 
tion might engender. In light of the record of recent 
years, wherein increases in federal outlays have come so 
consistently close to keeping pace with revenue growth,? 
this raising of levels for “‘tax-relief” surpluses is any- 
thing but stimulating. 


e Deflation, especially for the short term—Govern- 
ment’s net impact in the months immediately ahead 
will be deflationary for seasonal reasons—the annual 
concentration of tax payments in the first half of the 
calendar year. The new estimates for the fiscal year 
1957 indicate that in the first six months of this cal- 

1 Budget surpluses, particularly modest ones, need not necessarily 


be deflationary. See discussion in “The Fiscal Outlook: Nondefla- 
tionary Federal Surpluses?” in The Business Record, February, 1956. 
_? Debt reduction, per se, is also not necessarily deflationary. See 
discussion, op. cit. 
* The $13-billion rise in revenue between the end of the fiscal year 
1955 and the end of the fiscal year 1958 has, for example, is 
accompanied by a $7-billion rise in budget outlays. Some $4 billion 


of the revenue advance was consumed in bringing the budget up f 
a deficit to a balanced position. Ete er ett 
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endar year, the government will take in $7.4 billion 
more than it will return to the private economy. 


e@ Cash surplus would be larger—A major, presumably 
temporary influence is affecting current budget figures 
so as to diminish their deflationary impact. The need by 
the Treasury to redeem some of the noninterest-bearing 
notes given as part of the initial capital subscription to 
the International Monetary Fund, and now being pre- 
sented for payment in order to finance advances to 
Great Britain, has raised cash outgo and narrowed the 
excess of receipts over payments. 


@ Reflection of deflation in the private economy—One 
interpretation of the basic economic assumptions be- 
hind the budget’s revenue estimates could support a 
case that, apart from the government’s future influence, 
deflationary tendencies in the private sector may also 
be in the ascendancy. Treasury experts, in drawing up 
their revenue predictions, assumed corporate profits in 
1957 would be $44 billion and that total personal in- 
comes would be $340 billion. This compares with fourth- 
quarter 1956 rates of $46 billion and $333.3 billion, 
respectively. The $44-billion corporate figure implies a 
drop from the fourth-quarter 1956 rate, although not 
necessarily a lower volume of total activity for the year. 
The projected increase of $15 billion in personal income, 
which is less than $7 billion above the fourth-quarter 
rate, might be consistent with a leveling or even a down- 
turn in the later months of this year. 

If population and normal labor-force growth factors 
are taken into account, there could be further warrant 
for placing estimates such as these on the bearish side of 


Federal Outlays on the Rise 


Billions; fiscal years 


NONDEFENSE 
EXPENDITURES 


7952 Oo 754 Hehe) 756 2578 584 


4 Estimate 
Sources: Bureau of the Budget; The Conference Board 
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the ledger. However, in light of past experience, there 
are other possibly valid interpretations. It could also 
be that the experts made only rough projections of year- 
end rates at the time of the budget’s preparation, or that 
a downward conservative bias was deliberately incor- 
porated as a matter of policy.! 


@ The income and product position— Viewed from the 
calculations of the income and product account the 
Federal Government has long been deflationary.? In the 
absence of precise estimates of how the 1958 budget 
figures would turn out if translated on the income and 
product basis, it does not seem likely that the changes 
now expected in 1958 will be sufficient to alter appre- 
ciably the $5.8-billion surplus position that existed at 
the end of the calendar year last December. 


INFLATIONARY ASPECTS 


On the other side of a “stability” ledger, the stimu- 
lating forces charted or implied in the new budget might 
be summarized in the following way. 


e Outlays are rising again—Spending is definitely 
still on the rise. Including highway outlays, total federal 
spending next year will climb to a new peacetime 
record, which will be within less than a billion dollars of 
the Korean war peak. Perhaps more important, any 
psychological effects which might be generated by net 
expenditure reduction efforts will be missing—effects 
such as those that played a role in the recession of 1953- 
1954. 

Apart from expressed intentions, the facts and figures 
in the federal budget provide little firm foundation or 
encouragement for great expectations of appreciable 
reductions, given continued international tension.’ So 
pervasive is the upward tilt the budget gives to 
spending plans that it could, in fact, even be argued 
that this is an “inflationary” budget constructed by 
design to provide a variety of stimuli to a faltering 
private economy. Certainly, it is not so deflationary as 
it might have been if greater restraint had been enforced 
with regard to new spending. It furthermore establishes 
the beginnings of a variety of programs which could be 

1 The record on past economic assumptions is a mixed one. A year 
ago the Treasury estimated that corporate profits in 1956 would total 
$43 billion, a figure remarkably close to the final $43.4-billion total. 
The prediction was wide of the mark, however, for personal income 
ended up at $325.2 billion, as contrasted with the expected $312.5 
billion. For the year before both aggregates were considerably under- 
estimated. The 1955 total of $42.7 billion of corporate income had 
been predicted initially at $38.5 billion; instead of the estimated 
$298.5 billion of personal income the total turned out to be $306.1 
billion. 

2 Budget receipts and expenditures on income-and-product account 
differ from the conventional form principally in that business taxes 
and certain other items are entered as they accrue and in that social 
insurance operations are included. They thus reflect more quickly the 
effect of changes in economic activity upon fiscal affairs and provide a 
more comprehensive picture of those affairs. 

3 Tllustrative of this is the following quotation from the unofficial 
transcript of the President’s press conference on January 23: “. . . as 
long as the American people demand and, in my opinion, deserve the 
kind of services that this budget provides, we have got to spend this 
kind of money.” The New York Times, January 24, 1957. 
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Billions; fiscal years 


BALANCE CARRIED FORWARD 
SS/NTO FOLLOWING YEAR 


0 S A 
1952 Zoo. 54 
4 Estimate 


Note: Appropriations as shown are technically "new obligational authority." 
Balances include both obligated and unobligated funds 


Sources: Bureau of the Budget; The Conference Board 
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55 756 2574 2594 


accelerated should the need for greater stimulus from 
government materialize at a later date. 


@ Outlays should rise beyond 1958—New obligational 
authority—the total of funds now requested to make 
new spending commitments both for 1958 and later 
years—is rising for the third successive year. In 1958 it 
will reach a total $16 billion above that of 1955. Un- 
expended balances at the end of the next fiscal year— 
the c.o.d.’s of which much was heard a short time ago— 
will rise a billion dollars to a total of $47.3 billion. This 
year they are also rising (although not substantially), 
thus reversing the trend of the previous three years. 


@ Programs with mushrooming costs—Still other har- 
bingers of things to come, not reflected in figures such as 
those already cited, point just as firmly to larger future 
outlays on a substantial scale in major budget areas. 
First-year outlays on the new thirteen-year highway and 
four-year school construction programs are both offi- 
cially expected roughly to triple in following years. 

Less amenable to precise estimation, but the costs of 
which are similarly expected to increase in subsequent 
fiscal years, are such activities as the maritime aid, slum 
clearance and urban redevelopment, and the new water 
resource projects recommended for initiation next year. 
Entirely new proposals this year include a disaster in- 
surance experiment and the authorization of federal 
purchase of local school bonds—both on a limited initial 
scale but with the familiar and inevitable possibilities 
for future enlargement. 


e Trends in the old stand-bys—In major, regular fed- 
eral activities, few optimistic prospects for cost reduc- 
tion appear on the surface. Despite efforts to overhaul 
and reform the record of a quarter century of increasing 
involvement in agriculture, the total bill next year for 
farm aid will reach a record $5 billion, even assuming 


that a steep drop of $1.6 billion in price-support costs 
from the 1956 level comes to pass. 

In defense, costs will rise for the third straight year as 
the faster obsolescence and higher price tags dictated by 
the technology of nuclear and missile warfare are super- 
imposed on a continuing need to maintain conventional 
arms and forces. The former hope of eventually leveling 
off defense costs in the neighborhood of $35 billion or 
less now appears to have received a quiet internment, 
and the “one-shot savings” of a policy of living off the 
shelf is giving way to higher volumes of new orders to 
replenish inventories. 

Major programs are also now under way to provide a 
variety of up-to-date land, air and sea transportation 
facilities and a series of proposals are recommended to 
stimulate housing activity. Nondefense public works 
spending will rise $1.1 billion next year. And, entirely 
apart from the future costs of the highway program, $8 
billion will be required in later years to complete proj- 
ects that are now under way. 


@ The relentless secular spending pressure—Less spe- 
cific, but visible in many budget categories, is the secular 
spending problem—the seemingly relentless upward 
pressure for greater public outlays and broader public 
functions. If the future mirrors the past, with its firm 
record of long-term rises in spending and expansion into 
new areas, the trend ahead is clear.* 

This tendency certainly prevailed in recent years. In 
both the current and past fiscal years, spending will 
have substantially exceeded both that of the year before 
and also original intentions for each year by about $3 
billion. Nondefense outlays, excluding foreign aid, in 
1958 will be $7.6 billion above their fiscal 1954 point, 
the first full-budget year of the present Administration, 
and the highest ever. 


SOME MORE SPECIFIC PORTENTS 


Among the less general, more specific aspects of the 
new budget which also seem to have inflationary por- 
tents, there could be listed: 


e Rising trust fund spending— The immediate trend, at 
least, is toward a smaller cash surplus relative to the 
conventional budget position. In recent years the sub- 
stantial excess of receipts over outlays in trust funds has 
meant that, on a cash basis—which is generally con- 
sidered a better indicator of the government’s economic 
impact—the figures add up to a net position of some- 
thing like $3 billion and sometimes as much as $4 billion 
less inflationary than is provided by regular accounting. 

With a secular rising volume of payments, particu- 
larly by the old-age and survivors’ fund, enhanced by 
liberalization of benefits, the trust-fund surplus will tend 
to narrow (according to present projections, this narrow- 


1 For one of the first times, the problem of secular increases was 
openly recognized in connection with the 1958 Budget. The Director 
of the Bureau of the Budget was quoted as telling a press conference 
that though he expected to hold over-all spending close to present 


levels for a while, “as our country grows and the economy gets larger 
I think some expenditures will have to go up.” sts : 
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ing will be periodically interrupted as scheduled rate 
increases go into effect). 

Moreover, as the years go by, more of the trust-fund 
income will come from interest earned on past contribu- 
tions reinvested in federal obligations—a charge which 
must be met out of general tax revenues. For the imme- 
diate future, while the 1957 cash surplus will be less than 
that of 1956, principally because of the IMF with- 
drawals, the 1958 margin will be still smaller, according 
to the budget prediction, in part because of the declining 
margin on OASI account. 


@ Understatement of expenditures—Recent changes, 
both administrative and statutory, have tended to re- 
duce budget totals. They have, in effect, made them not 
closely comparable with earlier years, as well as less 
representative of the actual total impact and cost of 
government today. The removal of the rapidly accel- 
erating highway program from the budget proper has 
already been noted. The lease-purchase program for 
public buildings, now beginning to move into high gear, 
has the effect of sharply reducing current charges for 
new capital improvements while at the same time creat- 
ing long-term, continuing fixed obligations. 

The shift of many public corporations and other 
agencies to a private-capital, contributory basis also 
removes their full operations from the budget’s scope. 
From the budgetary point of view, it also creates an 
understatement of the role of public activities and, in 
some instances, of their possible cost. In 1958, for ex- 
ample, it is proposed to permit the Treasury to pur- 
chase another $100 million of Federal National Mort- 
gage Association stock. This, in turn, will enable that 
agency to borrow $1 billion from private sources to 
extend its mortgage-purchasing activities. 


@ The postal joker—Revenue and surplus estimates 
are based on the assumption that the now virtually per- 
ennial request for postal-rate boosts, this year amount- 
ing to $654 million, will finally be approved. The budg- 
et’s surplus will be reduced by more than one third if 
this request meets with the same fate as in the past. 

For that matter, other relatively small changes on 
either side of the general ledger could quickly change 
the summary deflationary character of the budget out- 
look. The projected budget surplus, for example, is only 
2.5% of total expected receipts and would disappear if 
receipts fell that much below present expectations. 


© Optimism on the revenue side—Basic to estimated 
revenue totals are assumptions that for the calendar 
year 1957 corporate profits will rise $1 billion above 
their 1956 level and that personal incomes will increase 
by nearly $15 billion, to a total of $340 billion. In the 
eyes of some, such expectations definitely veer toward 
the optimistic side, particularly the corporate total. If 


‘they prove to be so, revenues would fall and the ap- 


parent deflationary effect of an expected surplus could 
evaporate. Since the Treasury takes 52 cents out of each 
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profit dollar, it is evident how much it would lose if 
profits do not reach the expected total of $44 billion. 

Those inclined to take the 1957 projections with 
several grains of salt also point to this unusual qualifica- 
tion made in the President’s message as reinforcing a 
case for overoptimism: “They are the best estimates we 
can make at this time, but, since they relate to a period 
six to eighteen months away, significant changes may 
take place before the fiscal year 1958 is ended.” Still 
other pessimists could interpret the relative rates of 
growth in the two income aggregates as presuming a 
continuation of the 1956 cost-inflation and profits 
squeeze with the uncertainties another year of the same 
could mean for the general economic outlook. 

Finally, it is evident that, compared with fourth- 
quarter 1956 income rates, the 1957 projections might 
mean little more than conservative budgeting—for 
neither figure is inconsistent with fourth-quarter levels, 
provided the inventory valuation adjustment is assumed 
to drop from its abnormally high $3.7-billion fourth- 
quarter level. 


@ The lag of taxes—A rise in aggregate government 
spending, even if taxes were to offset the increase during 
the same fiscal period, generally tends to produce a net 
new pressure of demand because of the inherent lags. 
New government orders set in motion initial and antici- 
patory outlays by private contractors and result in in- 
come for wage and salary earners in advance of actual 
Treasury disbursements. Such outlays and income pay- 
ments tend to precede by varying periods the payment 
of the taxes incurred on this income. One result is that 
the economy is stimulated initially, even though over a 
twelve-month period a balanced budget is maintained. 


e Other dollars match federal dollars—A_ similarly 
stimulating effect of increases in federal outlays is the 
matching requirement involved in some forms of spend- 
ing, particularly in many of the new and accelerating 
public works programs. Perhaps even broader in general 
economic impact are still other types of federal activities 
involving small and in some instances even no outlay 
but which either underwrite or play a determining role 
in the volume in certain areas of private spending. New 
commitments through major credit programs will rise 
again, to total $23.6 billion next year, four fifths of it 
to aid housing. Net federal costs for these same activi- 
ties are expected to total only $1.5 billion. Direct gov- 
ernment loans and investments are to decline 11% to 
$4.3 billion, but guaranty and insurance programs will 
rise nearly a billion dollars, to bring the total outstand- 
ing to more than $65 billion. In addition, the budget 
requests further loan and guaranty authority of $6.7 
billion. By way of a general statement, the least that can 
be said is that such figures strongly imply further rises 
in private activity in the areas affected. 


@ The fast-moving welfare dollar—The $2.2-billion rise 
in welfare outlays (including trust fund increases), dis- 
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cussed in detail in a companion article, similarly carries 
an inflationary connotation. Consisting primarily of 
transfer payments (as opposed to payments for goods 
and services) to the aged, disabled, unemployed, etc., 
such funds are primarily channeled to recipients more 
likely to spend them faster or spend a higher portion of 
them. 


TWO HIGHLY FLEXIBLE ITEMS 


Finally, there are two other relevant items which fall 
on neither side of this balance sheet: 


e Which way open-end costs?— The so-called open-end 
expenditure programs, which have loomed so large in 
recent years, could easily move up or down sufficiently 
to change substantially the government’s present 
income-outgo picture. These are the programs operating 
under statutory authority in which the initiative rests 
with private individuals and the cost with general 
economic conditions—housing aids, crop-price support, 
etc. 

They are activities, moreover, in which the balance 
can swing rapidly, depending on trends over which the 
government often has little influence. For example, 
farm-aid outlays for the current year are now down $1 
billion from the estimates made as recently as last August; 
while housing outlays will be up $600 million, and 
Export-Import Bank net outlays will be a half-billion 
dollars higher than expected only six months ago. De- 
pending on which way these highly flexible categories 
move, any inflation-deflation analysis would be altered 
substantially. 


@ The bigger perspective— Assuming that all the pres- 
ent budget estimates are not drastically overturned by 
unexpected developments, it remains an essential fact 
that they do not imply any great change in the net 
position of government vis-a-vis the private economy. 
While the totals of income and outgo in 1958 will be 
considerably changed, their $1.8-billion difference would 
be less than a $100 million more than the current year’s 
projected surplus, less than $200 million above that of 
1956—both exceedingly nominal amounts in comparison 
with the over-all totals involved. Under these circum- 
stances, no noticeable change in the government’s im- 
pact on the economy would be forecast. An increase of 
less than $100 million of net deflationary force in a $400- 
billion-plus economy is obviously modest. 

For that matter, it has already been noted in passing 
that, on income and product account, the Federal Gov- 
ernment has long been a restraining influence. Beginning 
with the $1.7-billion annual rate surplus of the first half 
of calendar 1955, the accrual-basis federal surplus 
mounted steadily to a $5.9-billion level, seasonally 
adjusted, in the first half of 1956 and turned down only 
slightly in the second half of the past calendar year to 
$5.6 billion. 

Taking all these elements into account, there could be 


(Continued on page 84) 


2. WHAT'S NEW 


accounts for the largest factor of growth in the non- 
defense budget for 1958. On balance, expenditures 

for all nondefense categories will rise $537 million be- 
tween 1957 and 1958, while expenditures for the single 
category “labor and welfare’ will increase $506 million. 
This will bring labor and welfare costs to $3.5 billion 
in 1958, roughly one eighth of the total budget (exclud- 
ing outlays for “‘major national security”’) and just twice 
the proportion that the $1.3 billion spent on these items 
represented a decade earlier. If expenditures for eco- 
nomic and technical development overseas are also ex- 
cluded from the aggregate on both dates, labor and 
welfare will take 13.4% in 1958 as against 7.8% in 1948. 


PROPOSED LEGISLATION 


Three out of five of the additional federal dollars for 
labor and welfare will go to established programs, and 
two to proposed legislation, chiefly assistance to states 
for building schools. Offered by Mr. Eisenhower last 
year as a five-year program (but defeated in Congress as 
a result of entanglement with the integration issue), 
federal aid to school construction is being reoffered this 
year as a four-year program with an initial expenditure 
in 1958 of $185 million, but with sharply rising costs if 
the program is adopted. 

All other proposed legislation combined totals $13 
million. The major recommendations are as follows: 


[ CREASED federal spending for welfare programs 


e Assistance to encourage states to undertake specific 
planning action to meet their needs in higher education— 
$2.5 million. 

e Amendment of the recently enacted legislation for con- 
struction grants for medical and dental research facilities to 
include teaching facilities—$3.0 million. 

e Assistance to states to strengthen their industrial safety 
programs—$2 million. 

e Assistance in labor services to local areas where there 
has been persistent and chronic unemployment (part of the 
proposed area redevelopment program, most of which is 
classified as an aid to business under the budget category 
“commerce and housing”) —$.6 million. 


@ Other welfare services which include special grants to 
train teachers for mentally retarded children, assistance to 
the states in combating juvenile delinquency, etc.—$5 million. 


One other recommended program which will involve 
relatively small outlays in 1958 is worthy of note here 
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’ Total budget expenditures... .. 3,538 


IN WELFARE? 


because the President has once again urged the states to 
follow suit in adopting such legislation. That is pro- 
vision of insurance benefits to workers in the District 
of Columbia with temporary disabilities not related to 
their work. At present only four states have such laws, 
the most recent of which was enacted in 1949. 

Out of the $198 million total expenditures for new 
programs in 1958, grants in aid to state and local 
governments account for $195 million. This is in line 
with the President’s philosophy that primary responsi- 
bility for labor and welfare services should be placed 
upon the states and that the federal role should be to 
furnish financial and technical support. As a matter of 
fact, four fifths of the whole $3.5 billion allocated to 
labor and welfare in 1958 is for grants in aid. (See table.) 


EXISTING PROGRAMS 


Higher federal matching of state public assistance 
payments and new matching grants for the medical care 
of public assistance recipients are expected to increase 
total federal outlays to the needy aged, blind, disabled, 
and dependent children by $100 million in 1958 (for a 
high of $1.7 billion). Both were provided by the Social 
Security Act amendments of 1956. They counteract any 
decline in expenditures that might have resulted from 
anticipated contraction of the public assistance rolls as 
social insurance benefits cover more people. In last 


Labor and Welfare Budget Expenditures 
Millions of Dollars 


Increase in 


Budget Expenditures, 1958 
i otal 


Item ante Budget Ex- 
Total ¢ ‘Ai A Direct A ae 
Existing programs............ 8,340 | 2,656 308 
Public assistance........... 1,684 | 1,682 100 
Promotion of publichealth...] 604 249 103 
Promotion of education...... 346 260 63 
Labor and manpower....... 397 310 16 
General purpose research, 
libraries, and museums.... 111 13 
Correctional and penal insti- 
CULIONS creel sats einatale eye atc 2 
Other welfare services....... 11 
Proposed legislation........... 198 
Promotion of public health. . . 3 
Promotion of education...... 187 
Labor and manpower....... 3 
Other welfare services....... 5 


2,850 


Sources: The Budget of the United States Government for the fiscal year ending 
June 80, 1958; THe ConyERENCE Boasp. 
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year’s Budget Message, the President had recom- 
mended measures ultimately to reduce federal spending 
for public assistance. The Budget Message contained no 
comment on the subject this year. 

An equally large item of growth among existing labor 
and welfare programs is promotion of public health. 
About half of the $102-million increase there is slated 
for the recently begun program for grants to communi- 
ties to stimulate construction of waste treatment facili- 
ties, somewhat more than one third is to provide more 
medical research, and the remaining one sixth is for 
additional hospital construction grants. The latter will 
provide nursing homes, rehabilitation centers, and 
chronic disease hospitals, the types of facilities which 
are particularly important to older and disabled persons. 

This leaves $100 million of the 1958 increase to 
be divided between promotion of education (mostly in 
federally affected areas); labor and manpower; general 
purpose research (including additional funds for the 
National Science Foundation to help overcome the 
acute shortage of skilled scientists and engineers); and 
other welfare services. Financial aid and technical as- 
sistance to states and communities for rehabilitating the 
disabled is the most significant item of growth in the 
last group listed. Its rise from $44 million to $51 million 
is in accordance with provisions of the Vocational Re- 
habilitation Act of 1954 which had been adopted unan- 
imously by both houses of Congress. At that time, 
55,000 handicapped persons a year were being rehabili- 
tated into employment. The goal for 1958 is 90,000. 
Estimates have placed the number of newly disabled 
persons each year at 250,000, and the backlog of persons 
who need vocational rehabilitation services at 2 million.! 


SPENDING FOR VETERANS UP, TOO 


Veterans’ services and benefits have their own cate- 
gory in the budget and are not included in the foregoing 
analysis of welfare spending. Future increases in federal 
outlays on behalf of veterans, however, will be chiefly 
for nonservice-connected disability and death pensions, 
which really should be considered a type of welfare pay- 
ment. They fill needs arising not from military service 
but from the hazards which affect all persons—old age, 
disability, and death. 

Pensions will account for more than $1 billion of the 
$5 billion to be spent on veterans in 1958—an increase 
of about $100 million from the preceding year and about 
$750 million from a decade earlier.? Major reason for 
their accelerated growth in the near future is that more 
and more World War I veterans are attaining age sixty- 
five. Eligibility requirements for pensions ease as the 
age of veterans advances. By 1965, all but a few of the 

1 Howard A. Rusk, “Rehabilitation Needs,” in The New York 
Times, Sunday, January 27, 1957 

2 The $5 billion total expenditure for veterans in 1958 represents 
an increase of $176 million over 1957, but $1.6 billion less than in 1948. 
Veterans’ spending was at peak levels in the years immediately follow- 


ing World War II owing to large outlays on the temporary readjust- 
ment programs. 
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Growth in OASI Reserves Slows 
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living World War I veterans will be over sixty-five and 
official projections place pension costs at about $1.7 
billion in that year. The next period of sharp expansion 
will not occur until 1985 when a substantial number of 
World War II veterans will reach sixty-five. 

As the President’s Commission on Veterans’ Pensions 
has pointed out, the fact that veterans as well as non- 
veterans share increasingly in the benefits provided by 
OASI raises a fundamental issue of public policy regard- 
ing continuation of the pension program. “Is it neces- 
sary or desirable,” asks the Commission, “for the 
Federal Government to continue to provide veterans’ 
pensions to persons whose basic needs will be met 
through the basic OASI system to such a degree as the 
government has determined to be adequate for the pop- 
ulation generally?””! 

Agency comment on the Commission’s report is cur- 
rently under executive review, according to the Budget 
Message, and although proposed legislation is not de- 
scribed the 1958 budget provides $100 million to meet 
its costs. The President plans to spell out his recom- 
mendations in the area of veterans’ benefits in a special 
message to the Congress. 


WELFARE-TYPE TRUST FUNDS 


Government benefits for retirement, disability, sur- 
vivorship and unemployment, which do not appear in 


the budget because they are financed separately through 
trust funds, are also expected to increase in the years 
ahead. According to estimates presented in the Budget 
Message, the total of social insurance and retirement 
trust fund payments will be $10.6 billion in 1958, 14% 
above 1957 and more than five times the amount so ex- 
pended in 1948. 

Receipts of such trust funds are rising too, but at a 
slower pace. They are expected to amount to $12.4 bil- 
lion in 1958, just 7% higher than the preceding year, 
and not quite three times the amount of income received 
ten years earlier. A result of this differential rate of in- 
crease is of course a slowing down in the growth of the 
trust funds. Net additions to reserves will be $1.9 billion 
in 1958, compared with $2.3 billion in 1957, and $2.6 
billion in 1948. 


FINANCING OASI 


Assets in social insurance and retirement trust funds 
on June 30, 1958, are expected to total $46 billion, of 
which slightly more than half will belong to the old-age 
and survivors’ insurance system. If the budget projec- 
tions prove correct, 1958 will be the first fiscal year in 
which OASI contribution income will fall short of the 
amount needed for benefit payments—by $437 million. 
But a dip into the reserve will not be necessary as assets 
in the fund should earn interest of $576 million. (See 
chart.) This leaves a very slim net accumulation to the 
OASI fund in 1958—$139 million—and suggests that 
contributions and interest together may not cover costs 
in the following year. If the scheduled increase in tax 
rates of 14% each for employees and employers goes into 
effect on January 1, 1960, it would immediately restore 
income to its lead over outgo, so the deficit would be just 
a temporary one. 

Cost projections of OASI prepared by the Chief 
Actuary of the Social Security Administration last 
summer after the 1956 amendments were passed are a 
good deal more optimistic than the Budget Bureau’s 
projections. According to the former, “the OASI fund 
would have contribution income exceeding benefit dis- 
bursements during most of the next thirty years; in a 
few years (just before the scheduled contribution in- 
creases) this is not the case, but then the interest re- 
ceipts cover the difference.’’ 

A direct comparison of the two sets of projections is 
made difficult by the fact that those presented in the 
Budget Message are for fiscal years while those in the 
Actuarial Report are for calendar years. Nevertheless, 
it is clear that estimates carried in the Budget Message 
anticipate both lower contribution income and higher 
benefit outlays during the next couple of years than do 
the Actuary’s estimates. For fiscal 1958, for example, 
contributions might be roughly $350 million to $400 

Veterans’ Benefits in the United States: Findings and Recom- 


mendations,” A Report to the President by the President’s Com- 
mission on Veterans’ Pensions, April, 1956, 


* See section on OASI and Disability Funds in “Growing Cost of 
Public Welfare,” in The Business Record, November, 1956, p. 498. 
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million lower, and benefits about $150 million to $200 
million higher. Perhaps this merely reflects a more con- 


servative approach on the part of the architects of the 
budget. 


RAILROAD RETIREMENT SITUATION 


Tax receipts are expected to fall short of railroad re- 
tirement costs in both 1957 and 1958, although railroad 
employees and employers are already paying the maxi- 
mum rate provided by the law (614% each—1214% 
combined—on the first $350 of monthly earnings). 
According to the Budget, benefit payments and admin- 
istrative expenses will amount to $739 million in 1958 
In contrast to contributions of $665 million. As with the 
OASI system, interest earnings that year should be 
more than the sum needed to balance income and outgo 
—by $37 million. But if future trends are similar to 
those expected for 1957-1958, it will be necessary be- 
ginning with the fiscal year 1959 to supplement con- 
tributions and interest by tapping the $3.8-billion 
reserve fund. 

Even before last year’s increase in benefit amounts, 
official estimates had placed the net level cost of the 
railroad retirement system at 14.13% of payroll—1.63% 
more than the existing combined rate.! Despite this 
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“actuarial deficiency,” the 84th Congress added further 
to outlays without providing more income, leaving to 
the 85th, or later, Congress the unpleasant task of in- 
creasing taxes. Actually, the 1956 railroad retirement 
amendments as introduced (and supported by railway 
labor organizations) had provided for higher taxes. 
They were made up of three “inseparable” portions— 
a 15% boost in benefits, an increase in the combined tax 
rate to 14144%, and a new and controversial feature— 
a provision that the entire amount paid by the employee 
to the railroad retirement system be excluded from gross 
income for federal income-tax purposes. All that got by 
the House Ways and Means Committee, however, was 
an interim compromise to increase most benefits by 10%. 

When President Eisenhower signed the measure he 
stated that legislation to raise more revenue was impera- 
tive, but he also gave notice that it should not include 
the tax-exempt feature. In his Budget Message, he again 
recommended provision for adequate long-term financ- 
ing of the system on a self-supporting basis. 


Miriam Civic 
Division of Economic Studies 
1 “Sixth Actuarial Valuation of the Assets and Liabilities under the 


Railroad Retirement Acts as of December 31, 1953,”’ by A. M. Niessen, 
A.S.A., Railroad Retirement Board, Chicago, Illinois, May, 1956. 
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Modern International Commerce—An introduction to the 
working principles and methods of international marketing, 
designed primarily for the businessman interested in the 
development and management of export or overseas opera- 
tion. It includes chapters on the organizational structure of 
foreign trade, foreign trade management, export marketing 
methods, the mechanics of international finance, and other 
aspects of what the author calls “the practicalities of foreign 
marketing.” By Edward Ewing Pratt. Allyn and Bacon, Inc., 
New York, 1956, 677 pages. $6.50. 


Operations Research for Management - Volume I|—A pres- 
entation of up-to-date case histories and detailed discussions 
of the newest operations research methods. The case his- 
tories include such topics as: traffic delays at tool booths; 
queueing theory and cost concepts applied to a problem 
in inventory control; operations research in the British 
coal industry; and utilization of training aircraft. The sec- 
tion on methods ranges from how-to-do-it chapters on ob- 
servation and measurement, and design of experiments to 
the traveling salesman problem and the theory of games 
in industry. A large bibliography on the queueing theory 
follows the text. Edited by Joseph F. McCloskey and John M. 
Coppinger. The Johns Hopkins Press, Baltimore 18, Md. 
1956, 563 pages. $8. 


Proceedings: Automatic Data Processing Conference 1955— 
The conference reported in this book attempted to establish 
a basis of communication between the technicians who de- 
sign and build electronic equipment and the businessmen 
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who use it. The book covers basic principles and techniques 
of data processing, organization for data processing, 
criteria for equipment selection, two case studies, and the 
relationship of operations research to data processing. 
Edited by Robert N. Anthony. Graduate School of Business 
Research, Harvard University, Boston, Massachusetts, 1956. 
$3.50. 


Automation, A New Dimension to Old Problems—A paper 
on automation designed to reduce the amount of contro- 
versy surrounding automation and add something to an 
understanding of it. The paper explains what automation is, 
how it developed, its likely effects on industrial relations and 
the major social problem it creates. By G. P. Shultz and G. B. 
Baldwin. Public Affairs Press, Washington, D. C., 1955. $1. 


Economic Growth and Instability—A study which attempts 
to put “economic problems in a growth setting where pos- 
sible, instead of limiting their analyses to the static frame- 
work so strongly maintained in the past.” By D. Hamberg. 
W. W. Norton & Company, New York, New York, 1956, 
840 pages. $5. 

The Agricultural Regions of the United States—The book is 
intended to be ‘“‘a tool for students, county agricultural 
agents, teachers of vocational agriculture, businessmen, and 
all others interested in why the greatest industrial nation in 
the world should also have the largest farm output and be 
one of the most varied in agricultural production.” By Ladd 
Haystead and Gilbert C. Fite. University of Oklahoma Press, 
Norman, Oklahoma, 1955, 288 pages. $4. 


Some Informal Comment on 


THE CURRENT WORLD SCENE 


By Per Jacobsson 


ments in Europe, particularly about the reintroduc- 

tion of credit policies. After the war, people feared 
depression and generally maintained cheap money 
policies, and it was difficult to get the governments and 
the central banks to adopt monetary policies of a flexible 
character. But then came the Korean conflict, and, in 
the autumn of 1950, the adoption of such policies in 
Germany, Belgium, Holland, and in several other con- 
tinental European countries; and in the following year 
in the Anglo-Saxon countries: in this country with the 
famous Treasury/Federal Reserve accord of March, 
1951, and in Great Britain with the increase in Bank 
rate in November, 1951. 


THOSE POLICIES HELPED 


It was, we can say now, partly due to the adoption of 
those policies that the development over these past five 
years has been on the whole as satisfactory as we find it. 
Looking back upon those years, we see considerable 
expansion under fairly stable conditions. I will take 1951 
—the year I had in mind when I spoke here in January, 
1952—as the starting point. For the United States, the 
price level now is about the same as it was in 1951, and 
the statisticians tell us that, for the world as a whole, it 
has increased only about 3%. We know that agricul- 
tural prices have fallen, and we know that industrial 
raw materials have risen in price. But we also know that 
the over-all level of prices has been on the whole remark- 
ably stable. 

I am sure you will agree with me that this relative 
stability in the purchasing power of money has added 
to monetary confidence, of which there is a great deal 
in the Western European countries. It can be proved by 
the policies taken out in life insurance companies. If you 
take out a life insurance policy for which you will pay 
over a period of twenty to twenty-five years to come, 
you must have confidence in your currency; otherwise 
you would be a fool. 

In those countries where there is outright inflation, 
life insurance business is very difficult to develop, but in 
this country, Great Britain, the Scandinavian countries 
and in Holland and Belgium, it is at a boom, perhaps the 
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greatest it has ever been. If we hadn’t had these rela- 
tively stable prices over a fairly prolonged period, people 
would not be taking out so much life insurance. 

What has happened to production? We have esti- 
mates of the gross national product which, while not 
correct in detail, give us an indication of the range of 
increase in production. For Western Europe, the statis- 
ticians tell us that since 1951 there has been an increase 
of about 35% in its gross national product. For the world 
as a whole, even if we exclude the communist countries, 
we have no comparative figure. But it is probable that 
the increase has been between 15% and 20%. 

Although 1951 was a year of brisk foreign trade, we 
find that Western Europe’s foreign trade has since in- 
creased 40%. For the world as a whole, we have an in- 
crease in trade of 25% to 30%. 

During the great depression people were telling us 
that if countries would develop their own national in- 
dustries, they would be more self-sufficient and interna- 
tional trade would suffer. On the contrary, we have in 
recent years seen foreign trade increasing in the indi- 
vidual countries even more rapidly than production. It 
is quite clear that the trade in oil has greatly contributed 
to the increase in international trade. As we heard from 
Mr. Shepard,' it is of great importance. Europe has to 
import oil. The oil-producing areas need to sell their 
products to countries with purchasing power, which 
means Western countries that can buy them; and it so 
happens that most oil-producing areas are desert lands 
or industrially underdeveloped areas. Therefore, the 
products they buy—we not only must speak of Cadillacs 
but also of other things—they must buy from the West- 
ern countries. So from an economic point of view, there 
is an active exchange of goods and services between the 
oil-producing areas and highly industrialized countries. 


PROBLEMS ECONOMICALLY SOLVABLE 


Were it not for politics, the problems here would not 
be difficult to solve. Fortunately, developments have 
taken place under a fairly high degree of monetary 

1 David A. Shepard, Director of the Standard Oil Company (New 


Jersey) and Arabian American Oil Company, who had just finished 


addressing the gathering on the ‘World-wide Impact of the Middle 
East Crisis.” 
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stability. At the end of 1951, the monetary reserves, in 
gold and United States dollars, of all countries outside 
the United States were about $15 billion. They are now 
in excess of $22 billion. This increase of almost 50% in 
five years is very remarkable. 

An important part of this increase has been due to 
United States aid which made dollars available. But it 
is good to know that not all those dollars have been 
spent—that some of them have been added to monetary 
reserves. And it is good to be able to say that, if it hadn’t 
been for this rebuilding of monetary reserves, many 
countries would find it harder to withstand the added 
cost of freight rates on oil and the other burdens that 
have suddenly been placed upon them. 

This development of monetary stability has happened 
without a return to that boom-and-bust sequence which 
many who have criticized our system here in the West 
have believed is an unavoidable characteristic of any 
form of capitalism. 


WHEN AMERICA SNEEZES 


One used to say that when America sneezes, Europe 
gets pneumonia, which means that even a small reces- 
sion in this country would have a great effect on the 
other side of the Atlantic. But we found, very much to 
our own astonishment in Europe, that when there was 
a minor recession in the United States, in 1953-1954, 


Introducing 


JUST five years ago this week, at the 328th meeting of 
The Conference Board, Mr. Per Jacobsson addressed the 
Luncheon Session on the subject of ‘European Experience 
in the Field of Monetary Policy.” 

At that time, Mr. Jacobsson was head of the Monetary 
and Economic Department of the Bank for International 
Settlements, in Switzerland. Now he is Managing 
Director of the International Monetary Fund, with head- 
quarters, as you know, in Washington. 

When we asked Mr. Jacobsson to join us tonight, he 
said he would on the condition that we allow him the 
privilege of presenting his informal observations on the 
current scene, bringing us up to date since his last visit 
here. As far as | know, this is Mr. Jacobsson’s first 
appearance outside Washington since his appointment 
to the Monetary Fund. 

Mr. Jacobsson’s first big job in office was the supply- 
ing of some badly needed dollars to Britain to bolster 
the pound immediately following the Suez crisis . . . by 
far the largest credit ever advanced to a member 
nation during the Fund's existence, and undoubtedly a 
major factor in forestalling a British economic crisis. 

Most world bankers regard Mr. Jacobsson as a con- 
servative in his financial practices. In articles he has 
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Europe was not affected but continued a line of upward 
business. The very fact that Europe could continue to 
have good business helped the United States to over- 
come its own recession pretty rapidly. 


CHANGES IN MEN'S THINKING 


What have been the consequences of this recovery on 
men’s minds—the fact that the recession was mild and 
easily overcome here? I would note two points. In the 
first place, it helped to kill the idea that there would 
necessarily be a great postwar depression of the sort that 
had been prophesied by so many. We haven’t had any 
devastating deflation. The idea of such deflation has 
lurked deep in men’s minds, and it has taken a great 
deal of experience to eradicate it. I don’t mean to say 
that we shall now have prosperity forever. There will 
surely be fluctuations in the future. But I think we can 
discard the idea of an inevitable depression. For we 
may certainly have to deal with fluctuations, but we 
hope that they will be only of an extent that we know 
how to cope with. 

Secondly, the relatively rapid overcoming of a reces- 
sion here in the United States told the Europeans that 
the American economy might be less volatile than they 
had thought. I remember in the years after the war 
when one discussed whether there should be a stable or a 
fluctuating exchange rate, one generally heard in Europe 


Mr. Jacobsson 


written he has expressed the belief that the best cure 
for international exchange troubles is for a nation to 
end inflation at home; to do this, he favors monetary 
restrictions and balanced budgets. 

Mr. Jacobsson was educated in Sweden, and’ lec- 
tured on economics for two years in Stockholm. He holds 
three honorary doctor of laws degrees and an honorary 
doctorate in political science. 

For eight years after World War I, he was a member 
of the Economic and Financial Section of the League of 
Nations Secretariat. Since that time he has held a num- 
ber of positions with Swedish and international financial 
houses. 

In 1950 he was appointed by the Organization for 
European Economic Cooperation as one of a group of 
experts to investigate the German problem of balance 
of payments and its effect on other countries. Before 
coming to Washington, Mr. Jacobsson was Co-Director 
of the Center for Economic and Financial Research in 
Basel, Switzerland.— (From remarks by Neil McElroy, 
chairman of The Conference Board and president of the 
Procter & Gamble Company, presiding over the dinner ses- 
sion of the Board's 373rd Meeting, held at the Hotel 
Commodore in New York on Thursday, January 17, 1957.) 
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the argument that one shouldn’t link European cur- 
rency to such a volatile economy as that of the United 
States. We couldn’t possibly in Europe afford to take 
part in the upward swings and great depressions in this 
country. It has been a very interesting experience for the 
Europeans to find the possibility of a great steadiness in 
the business development of this country. 

There is another element to which I would like to 
draw attention. The persons who have been in charge of 
the monetary institutions in this country—Mr. William 
McChesney Martin, Jr., and his advisers on the Federal 
Reserve Board; Mr. Allan Sproul of the Federal Re- 
serve Bank in New York; Mr. Arthur Burns, the eco- 
nomic adviser; Mr. George Humphrey and Mr. Ran- 
dolph Burgess, the leading people in the Treasury — were 
all well known in Europe and ready to talk to Europeans. 
When the experts from Europe came over to this coun- 
try, they found they could discuss with these men not 
only the state of the American economy, but also what 
was on their minds if things went badly. These open dis- 
cussions and ready interchanges of ideas have added a 
great deal to the increased confidence that Europeans 
lately have felt in the conduct of American affairs. 


TOO BRIGHT A PICTURE? 


You may tell me that I have drawn far too bright a 
picture. Of course, in the first place, we have not suc- 
ceeded in restoring full convertibility of currencies. 
There has been an easing of payments, especially on 
current accounts of the balance of payments. There has 
been less discrimination, but we have certainly not been 
able to do all that we hoped for. 

But there is a silver lining even to this cloud. In the 
present Suez crisis some currencies have been exposed 
to considerable strain but no country in Western Europe 
has gone back on its liberalization of trade or has in- 
creased its discrimination of imports. Every system must 
be judged by the way it stands up to difficulties, and one 
must say that, taken as a whole, Western Europe in 
these recent months has had no setback in the achieve- 
ments it had attained. 

The Suez crisis is political in its origin. The outbreak 
of the First World War was preceded by years of pros- 
perity, but war nevertheless broke out. The Second 
World War came after years of depression; and one used 
to say that if one only could restore prosperity in this 
world, one would also secure peace. But we have had 
world-wide prosperity and there is still this political 
tension. 

So we rather sadly have to state that whether we 
have prosperity or depression, we may have the danger 
of international conflicts. There are in world history no 
periods safe from the outbreak of such conflicts. 

We seem at the moment to be passing through a per- 
iod of great unsettlement similar in many respects to 
the year 1848 when there was an outbreak of unrest in 
different parts of the world seemingly unconnected with 
one another. 


In such periods, it is very important to use any 
stabilizing factors that can be brought to bear on the 
situation. Let me confine myself to the work of the In- 
ternational Monetary Fund, an institution about which 
I have begun to know more. As your Chairman has al- 
ready mentioned, the Fund has made available to Great 
Britain $1.3 billion, the full amount of that country’s 
quota, to strengthen her monetary reserves; $561 
million was given in drawing rights, and $739 million in 
a stand-by arrangement. 

The British Government declared that it would main- 
tain the stability of the pound, that it would not intro- 
duce any new restrictions on its imports or on its foreign 
payments, and that it would continue to pursue firm 
fiscal and credit policies. 


IMPORTANCE OF STERLING 


Sterling is estimated to be the medium of payment for 
about one half of all international transactions. There 
was a special reason, therefore, for aiding that country. 
Moreover, there was not yet visible any deficit in the 
current account of its balance of payments. There were 
capital movements of a commercial origin owing to re- 
duced confidence in sterling. People who had to pay 
amounts in sterling delayed their payments; people in 
the sterling area who had to make payments abroad ac- 
celerated their payments in order to avoid a higher rate. 
The amount involved by such shifts in payments for so 
great an area and for such an important currency can be 
very large. In The New York Times it was estimated 
that it might reach even $1,000 million, and my guess is 
that that figure may not be far wrong. 

This psychology in the market had to be reversed. 
The bigger the amount that was put in the face of the 
speculators and the people who were fearful the greater 
the effect ought to be. From the moment the Fund’s 
assistance was announced, the bleeding of the British 
reserves was arrested. It is difficult to say whether, as 
yet, any reconstruction of the reserves has occurred. We 
shall only know that by the beginning of February when 
the figures for January are announced. But the pound 
quotation has become firmer in the markets of New 
York, and in Zurich and other continental centers; and, 
so far, one has every reason to think that the transaction 
may be successful under certain conditions to which I 
will come in a moment. 

I would like to say that this assistance was fairly easy 
to arrange from a technical point of view. In recent 
years certain technical methods had been worked out in 
the International Monetary Fund for large-scale as- 
sistance to countries to help them attain convertibility. 
It would have been a good thing if the funds could have 
been given to Britain for that purpose, but that was not 
to happen, for they had to be used in an emergency. 
However, it was found that the methods that had been 
worked out to support convertibility could be utilized 
for the new purpose. 

I am glad to be able to say this. Although the Inter- 
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national Monetary Fund has not been so active over 
recent years as some other international institutions, it 
has done a great deal of spade work that has proved 
useful at this juncture. There had been no reason, as 
long as Marshall aid was given, for the Monetary Fund 
to make its resources available to European countries; 
and it was better for the Fund not to dissipate its re- 
sources but to keep them in reserve for a later date. 

I meet a number of persons who say to me: “I think 
you were right to give such huge credits. It is possible to 
keep up the value of the pound for the time being, but I 
don’t believe in that currency in the long run, and I am 
therefore bearish with regard to the pound in two or 
three or four years’ time.” When I hear some one say 
this, I reply that if I shared that opinion I would regard 
the action taken by the International Monetary Fund, 
and also that by the British Government, as highly 
irresponsible. How could one defend going into all that 
debt if it was only for the purpose of propping up a 
temporary position? Surely the only reasonable motiva- 
tion for giving such a large-scale credit and assuming 
such large liabilities is that the value of the pound can be 
depended upon in the long run. 


BASIS FOR BELIEF IN POUND 


And when I say that, they turn to me and ask: “But 
how can you believe in the pound in the long run?” In 
the first place, I have to believe in the determination of 
the British Government to keep up a firm credit policy 
at home. It is my view and belief that they intend to 
do so. 

If you look at the British statistics over the past five 
years, you will find that there has been no increase since 
1951 in the total amount of advances granted by the 
clearing banks in London. There has, in fact, been a 
slight decrease. (The last figures I have seen were for 
November. ) 

Now what does that mean? It means that the British 
banks have had to hold back the whole of this time 
when the banks in the United States and in Germany 
were increasing the advances they were making to cus- 
tomers by 25%, 30%, 50%. It has not been an easy 
policy for the British banks to carry out, especially when 
they had treasury bills on which they could have ob- 
tained cash. It has necessitated a very firm hand from 
the government and from the Bank of England to en- 
force such a policy. I have seen it done; I know how 
many and how strong have been the objections. A 
country would not pursue such a policy if it had not a 
definite purpose in mind. I can think of no other purpose 
than the determination to save the pound from further 
vicissitudes; and I am sure that Mr. Macmillan, as 
Prime Minister, will have this objective foremost in 
mind. 

There is also another consideration of importance. 
The value of a currency is in relation to the value of the 
currencies of other countries. For all European curren- 
cies, their most important relation is to the dollar area, 
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and particularly to the United States. If there were in 
the United States a deflation somewhat similar to that 
after 1929, there would be few European currencies that 
could avoid depreciation. But I have frequently asked 
my American friends: ‘Is there likely here to be a 
strong and sharp fall in wages?”” When they give me 
their answer, I know my answer to their question. I have 
still to find the American who tells me that there will be 
a sharp reduction of wages in this country in the foresee- 
able future. My American friends see rather the likeli- 
hood of a continuous, let us say slight, increase in the 
wage level over the years to come. If this is to be ex- 
pected, the difference between wages in this country and 
those in the European countries is already so important 
that the European countries ought, by and large, to be 
able to maintain the value of their currencies. 

What I say here is nothing new. It is really what is 
contained in the whole theory of purchasing power 
parities for currencies: what Lord Keynes wrote in his 
posthumously published article in June, 1946, in the 
dictum that it is the “high cost” and “high living” in the 
United States that will help to keep up the exchange 
value of the pound—and, we might add, of other Euro- 
pean currencies. 

As far as the immediate position is concerned, much 
will, of course, depend upon how quickly the Suez Canal 
is cleared and how soon oil begins to flow. In most 
European countries at present, oil is rationed. Oil has to 
be reserved for essential purposes—you cannot “fuel” 
all the people all the time. If this state of affairs is not 
unduly prolonged, the reduction in the supply will be 
more of an inconvenience and a disturbance than a 
debacle. 

So one of the main problems before us, as Mr. 
Shepard has already said, is to see to it that what is 
technically possible in clearing the canal will also be 
made politically possible. It is not only, as Mr. Shepard 
has also pointed out, the Western European countries 
that suffer. In some ways they have other markets. They 
have those of North and South America. They can go 
around the Cape. There are rich markets to which they 
could send their products, and they can trade with one 
another. It is different for some of the Eastern countries, 
which have perhaps 60% of their exports normally pass- 
ing through the Suez Canal and which have no im- 
portant alternative outlets. These Eastern countries 
should be just as anxious for a clearing of the canal as 
are the people in Western Europe. 


OTHER STEPS TO BE TAKEN 


Now when most countries in the Western world are 
introducing flexible monetary policies, we have to begin 
to talk about the limitations, for no credit policy is 
alone sufficient to secure monetary stability. Other fac- 
tors that may be of great importance are the amount of 
budget expenditure, the movement of wages and that of 
costs generally, and there can be certain other malad- 
justments that also need correction. In Great Britain, 
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for example, the bank rate is now 5.5%. It is doubtful 
whether an increase to 6.5% would be of any use, but 
there are other actions that could be taken. Mr. Mac- 
millan when he visited this country in September, 1956, 
considered it necessary for his country to reduce its 
budget expenditures. He also mentioned another point 
-rent control. Before the British Parliament is a bill by 
which nearly half the houses in the country would be 
freed from rent control. That would restore flexibility to 
the economy and would somewhat increase the income 
of house owners and thus enable them to finance at least 
part of the cost of building new houses. This would form 
another step on the path to the return to normal. For my 
part, I am all with Mr. Macmillan when he says that 
these other measures are perhaps more important for 
Great Britain today than the impact of pure measures 
of monetary policy. 


NEED FOR CONCERN OVER INFLATION 


Fortunately, people are beginning to be worried about 
inflation—and I say fortunately because there has been 
over these recent postwar years a very marked difference 
between the attitude of the public on the continent of 
Europe and that of the Anglo-Saxon peoples. 

If you came to Italy and Germany, it wouldn’t be too 
difficult to frighten the people with regard to inflation. 
They have twice had galloping inflation that destroyed 
all their savings. The public in these countries know 
what it is, and you could therefore make them take stiff 
measures fairly easily. But for years in Great Britain 
and the United States, people have not been frightened 
of inflation because they were still afraid of deflation. 
The great depression in the Thirties had burned its 
image in their minds so that they have gone on being 
frightened about deflation when the danger was infla- 
tion. It is only very recently that they have moved on 
to what the danger really is. Because of this better 
realization, it should be possible for these countries to 
take the stiffer measures that are necessary. 

But when we speak of the danger of inflation, we 
must remember one thing. Before 1914, let us say, for 
over a hundred years there wasn’t any very great fluc- 
tuation in prices. The statisticians have characterized 
the general price level as being very much the same in 
1910 as in 1860. There were low but gradually rising 
wages and people looked on money as being fairly stable. 

You in the United States had special difficulty here in 
the aftermath of the War between the States. In Europe 
we had all through the period rather calmer conditions. 
But even then we found that we could have very dif- 
ficult periods of crisis and depression, because at the 
time of a boom costs might rise so quickly that prices 
were not giving an adequate return to capital and that 
one industry would be developing out of proportion to 
others. As we have seen in the past, such distortions can 
occur in many ways, but with the limitations on the in- 
crease in the money supply which are found in this 
country and Great Britain, I cannot believe in the 


possibility of a violent inflation. But that does not ex- 
clude the possibility that through unwise policies there 
may not be distortions that will be serious enough in the 
cost and price structures and between various industries. 

We may say that these five years certainly have given 
the Western World a strength that if one thinks back to 
January, 1952, seemed almost impossible. In many 
respects developments have been better than one could 
have hoped for. But even so, there are dangers that 
result from the fact that it is not easy to maintain a 
balanced economy. There were difficulties before 1914, 
and there are difficulties now that we must examine very 
carefully. When monetary policies were developed about 
a hundred years ago, and people began to realize the 
influence of the rates charged by the banks of issue, 
small business firms were general and neither enterprise 
nor labor had very large associations. We have now a 
different structure, and it may be that we can have an 
adequate economic life only if we develop a greater sense 
of responsibility among the people in the leadership of 
these widespread associations. 

I am sure that these problems can be solved, but 
there is a great deal of work yet to be done. Let us hope 
that if we meet again in five years, we can look back, 
again, upon a period as relatively hopeful and satis- 
factory as the one we now have behind us. 


Business Forecasts 


General 


Arthur O. Dietz, president, C. I. T. Financial Corporation 
(The Commercial and Financial Chronicle, January 24)— 
“Based on the present indicated strength of the American 
economy, 1957 promises to be an excellent year for both busi- 
ness and consumers. .. . 

“Highway construction is expanding at local, county and 
state levels, and further increases in expenditures are in pros- 
pect. This will enlarge the needs for contractors’ equipment. 
The durable goods industries are also anticipating an excellent 
year. 

“The outlook in the textile field is encouraging and the other 
industries that we serve are in sound condition. 

“As for the automobile industry prospects for 1957, it is our 
present opinion that the industry will enjoy one of its best 
sales years in history. 

“There are several reasons for my optimism about the auto- 
mobile industry: the outstanding improvements in design and 
performance of the 1957 models, the increased trend in 
multiple-car ownership, the continuing suburbanization 
throughout the United States, making cars necessary to in- 
creasing numbers of families; the fact that nearly 20 million 
instalment buyers will have completed payments on their cars 
in 1956 and 1957, making them good prospects for new-car 
purchases, and the start of the new federal highway program. 

“United States consumers have demonstrated again in 1956 
that they are the best credit managers in the world. The excel- 
lent payment record in 1956 reflects primarily the integrity of 
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consumers and the fact that credit was extended on sound 
terms by the vast majority of lending institutions. 

“Consumer instalment credit is not fixed debt, hanging per- 
manently over the heads of the same group of people. It is con- 
stantly turning over—old accounts being paid and larger 
equities being established—with newly created obligations 
each day placed on the books as new people individually act on 
a realistic appraisal of their needs and financial situation. 

“More than two thirds of the purchases of durable goods 
are made with instalment credit. This mass financing medium 
has assumed a vital role in the nation as a prop to the entire 
economy, making possible not only mass production and mass 
distribution but also millions of jobs for those who make, sell 
and use these goods.” 


Dr. Marcus Nadler, consulting economist to the Hanover 
Bank (as reported in the American Metal Market, January 24) 
—“*. . . Despite . . . question marks,’ Dr. Nadler stated, 
‘an analysis of the underlying forces operating in the American 
economy leads to the conclusion that 1957 on the whole will be 
a good year.’ 

“He forecasts higher personal spending, probably lower 
private investment, enlarged government purchases and per- 
haps a smaller volume of construction in physical units. 


“Extracts of Dr. Nadler’s survey follow— 


1. A continuation in the high level of business activity may 
be expected at least for the next few months. Despite the un- 
certainties engendered by international political difficulties, 
the underlying forces in the American economy are strong. 
Disposable income is increasing; personal consumption ex- 
penditures are high; capital outlays by corporations for new 
plants and equipment in 1957 are estimated to exceed last 
year’s, and government spending—at the federal and local 
levels—for goods and services are on the upswing. All these 
factors, plus the growing population, will generate purchasing 
power and contribute to the nation’s economic well-being. 

2. The current boom may come to an end some time during 
the latter half of the year. The country’s productive capacity 
is rising and in some industries already exceeds effective de- 
mand. Inventories are large, and, except for certain commodi- 
ties still in short supply, are not likely to experience any mate- 
rial increase from the present level. On the contrary, a decline 
later in the year is quite possible. Money is tight and the 
demand for capital is running ahead of current volume of 
savings. The volume of consumer debt outstanding is large, 
and, while new borrowing still exceeds repayment, the in- 
crease in total indebtedness has slowed down. 

3. Any decline that may be in the offing is not likely to go 
far or last long. In all probability, the pattern of business will 
assume the characteristics of a ‘rolling readjustment’ of the 
magnitude witnessed during 1953-1954, or possibly 1948- 
1949. After a long period of rapid expansion and near-capacity 
operation, a short respite is not unusual. Moreover, as wit- 
nessed during previous postwar periods of readjustment, there 
are many built-in stabilizers which become effective when 
business activity begins to decline and unemployment rises. 

4. Once business activity slows down and inflationary pres- 
sures subside, the credit policies of the monetary authorities 
will be reversed. The availability of bank credit will increase 
and the upward trend in interest rates will be halted. This will 
' have favorable effect on home construction and public works, 
notably schools, roads and highways. It also will enable those 
corporations that have postponed their capital spending plans 
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—because of tight money and capital markets—to carry their 
programs to completion. 


5. In the event of a readjustment, reduction in personal as 
well as excise and corporate taxes is quite probable. Although 
higher government spending—particularly in regard to the 
proposed ‘Eisenhower Doctrine’ in the Middle East—would 
tend to discount the possibilities of a tax cut in the near future, 
any setback in the domestic economy is sure to favor a lower- 
ing of taxes. 


6. The rise in the price-wage spiral during the new year is 
not likely to be as pronounced as in 1956. Wages and the other 
costs of doing business will continue to climb, and this is bound 
to be reflected in wholesale and retail price levels. But com- 
petition is keen, and will become even sharper in the days 
ahead as capacity begins to outrun demand. The increased 
competition and the high cost of doing business are likely to 
have an adverse effect on the profit margins of many corpora- 
tions, and this will serve as a check to rising wages and prices, 

7. Finally, in considering the future one must always bear 
in mind that the American economy is dynamic. Expenditures 
for research are rising; new products and labor-saving devices 
are constantly being developed; and the mode of life and buy- 
ing habits of the American people are changing. A free econ- 
omy is sure to have its ups and downs and swings in business 
activity. These reflect changes in tastes and technology, ex- 
cesses and other economic forces. It is reassuring, however, 
that all the ‘gloom-and-doom’ predictions made at the end of 
the war about the future of the American economy have not 
materialized.” 


Women’s Wear Daily (January 28)—“The country will need 
8 million more sales and clerical workers in 1965 than it has 
today, the Labor Department predicted. . . . 

“These are fields in which there already exists a tight labor 
market, it was pointed out, and retailers are going to have to 
scramble for personnel with other industries. . . . 

“One bright spot for retailers is the prediction that the ratio 
of women to men in the work force will be higher by 1965. This 
would favor the sales and clerical fields over other job areas 
not as appealing to women. f 

“Secretary Mitchell predicts the gross national product will 
hit $560 billion by 1965 if the economy continues to expand at 
its current rate. He expects the over-all population will be 
193.3 million and the total labor force 79.2 million by 1965. 
This latter figure includes the armed forces and those seeking 
employment. 

“The Labor Department statistics pointed out that the 
number of Americans in the 25-44 age brackets will drop by 
1965. There will be more youths and more older people in the 


available work force. . . .” 
>) 


The Journal of Commerce (January 28)— “Business activity 
has started the year 1957 off at the favorable pace generally 
expected. 

“Purchasing agents’ opinions ... confirm that trend, 
although their optimism remains tempered with caution. 

“That is most clearly reflected in their attitude on inven- 
tories. Despite growing apprehension over rising prices and 
the current satisfactory level of business, there is virtually no 
desire to add to inventories at present, while a substantial 
minority of the purchasing executives . . . actually believe 
that inventories are on the high side. . . . 

“Of those reporting, 32% said that their new-order position 
improved this month, as against 24% so reporting in De- 
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cember. The number suffering a decline in new orders dropped 
from 31% in December to 23% in January. A higher rate of 
production this month than in December was reported by 28%. 

“ . . a majority of purchasing executives (59%) thought 
the company’s over-all-inventories were about right, while 
30% believed them to be too high, and only 8% said they were 
too low. 

“Tn a few cases, inventories were believed to be unbalanced, 
being too low on some items and too high on others. 

“On a month-to-month basis, the trend in inventories of 
purchased materials in January followed the upward tendency 
of the previous two months. Increases were reported by 31%, 
while 20% stated that stocks were lower. 

“«_ , . the general feeling remains that the slight build-up in 
inventories is primarily a reflection of a temporary drop in the 
new orders and production. .. .” 


Automobiles 


The Journal of Commerce (January 25)—“Capital invest- 
ments by the auto industry will continue at a very high rate 
this year, in spite of tightness in the money market and the 
slower than expected pace of auto sales during the last month 
or two. 

“The rate of investment will be a little lower than the 
record-breaking pace of 1956, but will be fully up to estimates 
made at the beginning of this year... . 

“Investments for 1958, however, remain a question 
Mareen mas 


Coal 


F, F. Estes, executive secretary of the Coal Exporters Asso- 
ciation (as reported in The Journal of Commerce, January 24) 
—‘A spokesman for the Coal Exporters Association told 
members of the industry . . . estimates of 1957 bituminous 
coal exports point toward another record year. 

“F, F. Estes . . . said that present forecasts expect an ex- 
port total of 56 million tons this year, approximately 8 million 
tons above the 1956 annual export record. 

“The 1957 estimate and the 1956 record do not include coal 
exports to Canada. These amounted to about 20 million tons 
in 1956 and present signs indicate that 1957 exports will ap- 
proximate this figure... . 

He [Mr. Estes] said that the 1957 estimate ‘does not take 
into account any abnormal or additional coal tonnage that 
Europe might need by reason of the closing of the Suez Canal.’ 

“The estimate, he said, likewise discounts a preempting of 
the 8 million tons of Polish coal now being shipped annually 
to Western Europe. ... 

“While not disagreeing with those who foresee for the years 
ahead an eventual annual export total of 100 million tons, he 
emphasized that ‘there’ll have to be some changes made’ to 
bring this about. 


“These changes would involve: 

Further expansion of the dumping and track facilities at 
Hampton Roads and of the ability of other Atlantic and 
Gulf ports to handle their share of increased tonnage. 

The allocation of steel plate to aid the necessary building 
of more ships, or the finding of additional ships, to carry 
coal at reasonable rates. 

The expansion of railroad coal-carrying facilities, particu- 
larly a widening of the present car supply. 


“Mr. Estes noted that a few years ago about 90% of United 


States coal exports were special purpose or metallurgical coals. 
‘This proportion has now changed,’ he said, ‘our best informa- 
tion is that first-quarter exports to Europe will be about 53% 
steam coals and 47% metallurgical.’ ” 


Railroads 


The Outlook (January 21)—“Railroads stand a good chance 
of scoring year-to-year earning gains through the greater part 
of the first three quarters. Higher freight rates will offset in- 
creased unit wage costs with a margin to spare, and operating 
efficiency should largely temper the impact of inflated mate- 
rials costs. 

“We look for a moderately higher level of traffic at least 
through next summer. Gains should be particularly impressive 
in July and August, the period of last year’s strike. Revenue 
ton-miles for the full year might well surpass 675 million, com- 
pared with 650 million estimated for 1956. Undoubtedly, there 
will be a further decline in passenger traffic, but increased 
fares and other possible relief measures that may be approved 
by the ICC should pare the losses on this business. 

“The combination of increased volume and higher freight 
rates and passenger fares suggests a fair lift in aggregate 
revenues for Class I roads. The latter may cross the $11-billion 
mark for the first time, as compared with the record of esti- 
mated $10.6 billion established in 1956. 

“Efforts to control expenses were stymied in 1956. Increased 
wage and materials costs and inadequate rate relief resulted in 
a decline in aggregate Class I net income to some $875 million 
from $927 million the year before. It seems definitely within 
the realm of possibility for the railroads to reverse this situa- 
tion in 1957. 

“Increasing mechanization may be expected in accounting, 
maintenance, and transportation, particularly via more 
efficient signal control and yard improvements. Moreover, 
through an all-out drive to enlarge the freight car fleet, the 
railroad plant is being geared to handle a larger volume of 
business more efficiently. These efforts, plus higher rates, 
should more than compensate for the rise in labor and mate- 
rials costs. 

“All factors considered, preliminary indications are that 
aggregate Class I net income in 1957 will top the 1956 mark 
and approach $900 million. If favored with a fair-sized freight 
rate boost in the ‘rate of return’ case by midyear or there- 
abouts, the railroads could come close to the 1955 record of 
$927 million. .. .” 


Construction 


Stanley Woodward, president, The Ruberoid Company, 
(The Commercial and Financial Chronicle, January 24)— 
“Since the outlook for the building industry is now somewhat 
obscure, predictions as to just how this industry will fare in 
1957 should be tempered with caution. 

“Home building plays an important part in the economy of 
the building industry and if the current tightness in money 
continues for any length of time, it is reasonable to assume 
that housing starts in 1957 may fall below the 1956 level. 
Whether or not changes in government fiscai policies designed 
to stimulate home building will occur, remains to be seen. 

“Expenditures for the construction of commercial, institu- 
tional, and highway building may be greater than in 1956. 
Expenditures for home repairs and replacements in 1957 will 
probably break all previous records. These activities should 
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Stock Prices and Postwar Business 


is whether stock prices are a reliable forecaster of 

business conditions. For many years they were 
considered to be, but they lost much of their reputation 
during the decade of the Forties. Over the past several 
years, the intensive cultivation of the “leading indi- 
cators” approach has again attracted attention to stock 
prices and their predictive record.! 


WHO'S INFLUENCING WHOM? 


The issue involves an imposing collection of sub- 
issues, and problems of evidence and interpretation. 
Stock prices may successfully forecast short-term move- 
ments and yet fail to forecast long-term movements, or 
vice versa. In periods when the business trend is domi- 
nated by a series of short cycles, it may be very difficult 
to say whether stock prices are forecasting a coming 
cycle or reflecting a preceding cycle. At times, stock 
prices may themselves exert a direct influence on the 
course of business conditions; at other times, the causal- 
ity may run the other way. 

The charts on the following page provide little in the 
way of solution to any of these difficulties. However, 
they shed some interesting light on the behavior of stock 
prices during a decade and a half in which physical 
activity shifted to a markedly higher level, and when 
the dollar values associated with this activity were being 
progressively enhanced by a broad rise of prices and 
wages. 


O™ OF THE recurring issues in business analysis 


THE LAG FROM '39 TO '47 


Between 1939 and 1947, the national economy rose 
from a condition of underemployment to wartime hyper- 
employment, and thence to reconversion. Commodity 
prices were suppressed by direct controls through much 
of the period, but were then suddenly released in a first 
burst of postwar inflation. In these years, securities 
prices rose about 30%. In the same period, corporate 
profits after taxes rose by over 260%, money supply by 
about 170%, gross national product by about 155%, 
dividends by about 70%, and new capital outlays by 
about 275%. From 1939 to 1947, stock prices rose only 
about one third as rapidly as industrial wholesale prices. 

The years from 1947 to 1952 included the first brief 


1See Geoffrey H. Moore, “Statistical Indicators of Cyclical Re- 
vivals and Recessions,” National Bureau of Economic Research, 
1950. For a forty-year period ending in 1938, Moore found that the 
Dow-Jones industrial common-stock price index had an average lead 
of about six months at business cycle peaks, and seven months at 
business cycle troughs. 
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postwar recession, recovery, and a new boom produced 
by partial mobilization. In this period, stock prices rose 
about 50%—about the rate of increase in gross national 
product, three times the rate of increase in the money 
supply, twice the rate of increase in plant and equipment 
expenditures, three times the rate of increase in whole- 
sale prices, and about 30% faster than the increase in 
dividend payments. (During this period, corporate 
profits after taxes actually declined, partly as a result of 
the reimposition of an excess-profits tax.) 

Finally, in the years 1952 to 1956, business experi- 
enced the last stimulus of the Korean war, a second post- 
war recession, and then consecutive expansions in con- 
sumption and business investment. In these years, stock 
prices rose considerably faster than any of the other in- 
dicators charted—four times as rapidly as gross national 
product, about two-and-one-half times as rapidly as 
corporate profits and dividends, and eight times as 
rapidly as the money supply. Surprisingly, the increase 
in stock prices over this period was about two-and-one- 
half times as rapid as the much-discussed increase in 
plant and equipment outlays (in the past two years of the 
period, the rate of increase in capital outlays has been 
much faster than in any of the other charted measures, 
including stock prices). 


FOUR YEARS OF CATCHING UP 


All of this suggests that, for perhaps a variety of 
reasons, common-stock prices lagged behind the broad 
decade-long postwar expansion by several years, but 
that in the past four years they have made up at least a 
considerable portion of the lag. Relative to 1939, stock 
prices are now 65% higher than industrial wholesale 
prices, somewhat higher than dividend payments, and 
about as high as the money supply. They remain below 
the relative level of corporate profits, gross national 
product, and plant and equipment outlays. 

It might be added that throughout the ten years, 
stock prices have maintained a fairly creditable lead 
over the short-term business trend. They turned down 
in mid-1948, reached a trough in mid-1949, a peak in 
early 1953, and a new trough in late 1953. Measuring 
very roughly, these turning points average out to per- 
haps a one-half-year lead over the short-term trend in 
such general business indicators as industrial pro- 
duction. 

JEAN NAMIAS 
AtBert T. SomMMERS 
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Business Highlights 


PRICES—AND PRICE EXPECTATIONS 


How would another six months of rising prices affect consumer buying? Would purchasing agents still 
treat inventories as a good buy? Would finance committees still look approvingly on investments in cap- 
ital goods? Just how important are current price movements, and what are the forces behind them? 


of the national economy was evidently running at a 

level of over $425 billion a year. The increase from 
the third quarter of 1956 to the fourth quarter is now 
estimated at about $10 billion, the largest quarterly 
jump in over a year. 

The sizable fourth-quarter increase in GNP brought 
the rate at the beginning of 1957 perilously close to the 
range of forecasts for all of 1957, which average out, 
roughly, at about $430 billion. However, it is worth 
noting that the $10-billion increase in late 1956 reflects 
two developments of a special short-term character: 


|: THE early weeks of the new year, the total output 


(1) the sharp recovery from the midyear steel 
strike, which depressed the third-quarter sta- 
tistics and augmented the fourth-quarter sta- 
tistics; and 

(2) the advance in automobile production, from the 
model change-over trough of the third quarter 
to a production level in the fourth quarter that 
added materially to dealers’ stocks. 


Together with rising prices, these two influences, both 
of which appear to have largely exhausted themselves, 
account for much of the quarter-to-quarter change in 
GNP. The remainder represents some improvement in 
automobile sales, increased defense production, the 
long-term uptrend in personal consumption expendi- 
tures for soft goods and services (which in turn is partly 
a function of price), and the $3-billion-a-year uptrend 
in the liberality of state and local governments. 


EXISTING COMPOSITION OF PRIVATE SECTOR 


A $430-billion forecast for GNP in 1957 is not so out- 
dated as it may seem. At the start of the New Year, 
national output, in physical terms, emerged on to a high 
plateau, although rising prices are still carrying GNP 
upward. General business activity is stable, and, for the 
near term, even the trends by sectors seem to be of very 
minor dimensions (exception: the $7-billion-a-year in- 
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crease in government purchases of goods and services). 
The question for 1957 is whether the existing composi- 
tion of private output is sustainable. Framed this way, 
the question obviously relates to the high level of capital 
goods output, and the relatively high (and perhaps 
growing) rate of inventory accumulation in durables 
industries. 

A key reservation about the character of current busi- 
ness relates to prices. It is, of course, no accident that 
price rises are currently concentrated in precisely those 
areas where levels of activity are questionably high— 
that is, in producer durables, and in materials and com- 
ponents which constitute the inventories of the durables 
sector. For the moment at least, the level of business 
activity and the trend of prices are intimately linked; in 
fact, they explain each other. It would be generally 
agreed that if the level of activity were not so high, 
prices would not be rising. But the converse of this 
proposition is equally true and for the moment more 
important: if prices were not rising, the level of activity 
would not be so high. 


PRICE DYNAMICS 


In dealing with the 1957 forecasts, it is worth bearing 
in mind that at least over most of the postwar years, 
business forecasting has largely ignored the dynamic 
role of prices. Most of the practitioners of annual fore- 
casting, in fact, use prices almost exclusively to value a 
volume of physical activity which has been forecast 
largely without reference to price trends. 

The tendency to ignore prices is to some degree built 
into our statistical thinking. America has an industrial 
rather than a commercial economic background: it is 
production oriented rather than price oriented. In other 
nations and at other times, price statistics would have 
been considered much more worth compiling than sta- 
tistics relating to physical activity. (In such essentially 
commercial activities as securities and commodity ex- 
changes, the price statistic is, of course, still dominant.) 

For much of the 1950’s, the influence of prices on busi- 
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ness conditions has appeared to be strangely subdued. 
In any event, forecasting prices is notoriously difficult, 
and the probable error appallingly wide. It is possible, 
however, to make considerable use of price statistics in 
explaining the trend of business in 1956, and it may well 
be that price trends are now playing a substantial role in 
business this year. When price levels move, they can 
have much to do with the levels of physical activity; and 
prices are now, and have been for some time, moving. 

As the new year begins, an uptrend in the general 
wholesale price level has persisted for about eighteen 
months, at a rate of about 4% per annum. About nine 
months after the beginning of this uptrend in wholesale 
prices, the consumer price level began to rise, also at a 
rate of about 4% per annum. This rate of increase is im- 
parting a $16-billion-per-year upward tendency to gross 
national product in current dollars, as it is usually ex- 
pressed. As long as the rate of rise continues, a $4-billion 
quarterly increase in the gross national product simply 
means a standoff, in so far as the aggregate volume of 
national output is concerned. 

It is simple enough to extract and discard the impact 
of this price rise on such statistics as gross national 
product. What is not nearly so simple, and yet is prob- 
ably of much greater importance, is to measure the 
effect of the current price trend on the expectations of 
businessmen and consumers, and on their behavior in 
the light of those expectations. 

Suppose the present trend of wholesale and retail 
prices should continue for another six months. Would 
consumers go on a “buyers” strike”? Or would they 
anticipate further rises in the future, and buy heavily in 
the light of such anticipations? What is the impact of 
rising retail prices on the purchasing power of liquid 
assets held in the consumer sector? on the tendency to 
incur debt to credit-buy now, rather than to save up 
required funds and cash-buy later? 

And similarly with the business sector. Would pur- 
chasing agents still treat inventories as a good buy after 
another six months of rising prices? Would finance com- 
mittees continue to treat capital goods as a good buy 
after another 5% increase in their prices? (Machinery 
prices have recently been rising at about 10% per 
annum), 


PERTINENCE OF THE QUESTIONS 


These questions have a significance for 1957 that is 
only unrealistically assumed away by dealing in “de- 
flated GNP.” And the obverse set of questions may be 
just as relevant. How would consumers react to an end 
of the rise in prices, or to a downturn? What would be 
purchasing agents’ views on inventory if prices stopped 
rising or started to decline? Suppose capital goods prices 
reach a plateau? 

The last question is too suggestive to pass without 
some further comment. One aspect of the capital goods 
market which has attracted analysis over the past year 
is whether the higher cost of borrowing could and would 


seriously restrict the rate of new investment. This is 
undoubtedly a real consideration, but it is only one 
among many elements affecting capital goods decisions. 


CONTROLLING THE COST OF INVESTMENT .. . 


Another element is the obvious increase in the cost of 
a given facility over the past year. The tendency to 
postpone a capital investment at any given level of 
interest cost is patently related to expectations with 
regard to the price trend for the facility. If prices of 
plant and equipment are rising at 10% a year, one year’s 
delay in buying a capital facility would require a decline 
in the applicable interest rate from about 4% to about 
3.2% to hold the total cost, including interest charges, 
constant. To put it the other way around, a 6% rise in 
the cost of a capital good over a year would wash out the 
gain from a 14% reduction in the rate at which funds to 
buy the facility are borrowed. 

And both of these comparisons take no account of the 
tax deductibility of interest charges. At the same level 
of total cost, it is obviously advantageous to maximize 
the deductible portion and minimize the portion that 
must be capitalized. The restrictive effect on rising bor- 
rowing costs is thus one thing when the price level is 
stable and expectations are for further stability; it is 
quite another thing when the price level is rising and 
expectations are for further rise. 


. . » AND OF INVENTORY BUYING 


The same mechanism applies to inventory buying. 
The prospect that copper will go to 40 cents, for ex- 
ample, would overweigh, in the decisions of purchasing 
executives, all but the most extraordinary increase in 
borrowing costs. (The opposite condition is a widely 
recognized phenomenon of recession periods: when price 
expectations are downward, no interest rate seems low 
enough to stimulate inventory buying.) 

Without belaboring the point further, it should be 
clear that the 1957 price trend is worth exploring. As a 
first observation, it should be noted that the price trend 
of 1957 did not begin at the retail level, and is not now 
being made at the retail level; at most, it is being 
reflected. To the extent that demand is sucking prices 
upward through an “inflationary gap,” the process is 
localized in heavy industries. Among consumer indus- 
tries where capacity has only recently been demon- 
strated to be altogether adequate, there is plenty of 
evidence of retail price resistance. 

In fact, while most of the broad components of the 
consumer price index were rising in the last half of 1956, 
the rate and continuity of the increases appear to have 
been almost accidental. In the second quarter of 1956, 
sharply rising prices of fruits and vegetables accounted 
for the great bulk of the increase in the total index. 
Month to month during that quarter, none of the other 
components showed any notable trend. 

In the third quarter, apparel prices rose moderately, 
but most of the rise represented special seasonal charac- 
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teristics of this index. In October, the introduction of 
new automobile models, and their relative scarcity, 
produced a sharp rise in the transportation component 
of the index. These largely unrelated upward shifts in 
the prices of particular commodities were superimposed 
on the broad postwar uptrend in housing, medical care 


and personal care that has characterized the postwar 
decade. 


CONSUMER PRICE RISE FACTORS 


In some degree, the rise in the consumer price level 
may represent a lagged consequence of the rise in whole- 
sale prices. And in some degree it represents the upward 
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course of labor costs, since much of consumer service 
outlays is essentially a labor costs. But without mini- 
mizing the 4% rate of annual increase that prevailed in 
consumer prices for much of the past year, there is little 
in these price statistics to suggest either a serious degree 
of price inflation, or a pronounced cyclical rise in prices 
resulting from a retail boom. In fact, it could well be 
argued that there is nothing much but drift left in con- 
sumer prices in early 1957, and that this drift is pre- 
dominantly in services rather than in goods. Judging 
from trade reports, transaction prices on automobile 
sales are declining, and the prophecies with respect to 
food prices made at the Agriculture Department’s out- 


Year-end Look at the National Accounts 


ACCORDING to still preliminary estimates, na- 
tional output in the fourth quarter rose to an annual 
rate of $424 billion, more than $10 billion above the 
rate in the preceding quarter, and about $22 billion 
above the rate in the late months of 1955. 

Only about 40% of the quarterly change appeared 
in personal consumption expenditures (although per- 
sonal outlays constitute almost 65% of total output). 
The relatively sluggish rise of consumption was 
owing to a very small increase for outlays in non- 
durable goods, which in turn, partly reflects a 
quarter-to-quarter decline in retail food prices. 
(Food accounts for about 60% of purchases of non- 
durables by consumers.) 

Gross private domestic investment increased by over 
$3 billion, and accounted for more than 30% of the 
quarter-to-quarter increase in total gross product. 
Largely responsible for this increase was the con- 
tinuing advance in the rate of business spending for 
producer durables, and an equally significant increase 
in the rate of inventory accumulation. New construc- 
tion activity, the remaining element in private 
domestic investment, declined slightly. 

Net foreign investment continued to rise in the 
fourth quarter, as merchandise exports advanced, 
while imports maintained the general stability they 
have exhibited throughout 1956. 

Government purchases of goods and services rose by 
almost $2 billion in the fourth quarter, to the high- 
est level since late 1953. However, government 
spending as a proportion of total output was about 
unchanged from the third quarter, and not notably 
different from the proportion prevailing a year ago. 
At least over the past year, the growth of the private 
economy has kept pace with the government sector. 

Personal income in the fourth quarter rose some- 
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what faster than personal spending, with the result 
that the rate of personal saving rose slightly. Per 
capita income continued to rise quarter by quarter 
during 1956 when measured without regard to price 
change; but real per capita purchasing power (after 
adjustment for rising prices) has been about on a 
plateau since late 1955. 

Preliminary estimates put corporate profits in the 
fourth quarter at $46 billion, considerably higher 
than in the third quarter, and almost equal to the 
peak rate of late 1955. However, almost $4 billion 
of the fourth-quarter profits rate reflects inventory 
profit—that is, book-profit attributable to the cost- 
ing of raw materials at below their replacement 
cost. Dividend payments in the fourth quarter are 
estimated to have fallen slightly from the third- 
quarter rate after seasonal adjustment (even though 
the seasonal index does not correct fully for year- 
end extras). The combination of higher profits and 
lower dividends yielded a considerable rise in the 
rate of retained earnings, to a level apparently not 
exceeded since 1951. 

For 1956 as a whole, gross product, valued in cur- 
rent dollars, equaled $412 billion, roughly 5% above 
1955. This increase was attributable in about equal 
proportions to increased output and increased prices. 

In the national accounts, saving and investment 
are identical quantities. In 1956, net investment by 
the business sector rose by over $3 billion, and net 
foreign investment by about $2 billion. This in- 
crease in investment was paralleled by a rise of 
about $4 billion in personal net saving, and an in- 
crease of government surpluses on income and prod- 
uct account amounting to about $2 billion. (See 
“The Saving Investment Balance,’ The Business 
Record, May, 1956, p. 190.) 
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look sessions two months ago suggested no sizable 
change in 1957 (barring, of course, any unusual supply 
conditions). 

To summarize the behavior of the retail price level 
over the past year, it has seemed to reflect in some 
measure the long secular upswing of labor costs, and in 
some measure the rising level of wholesale prices. But 
competition seems to have retained a healthy control 
over prices—perhaps notably in those very hard-goods 
areas where wholesale and raw materials prices were 
tending to rise most rapidly. Judging both from the 
character of retail markets and from the results of 
recent statistical surveys, consumers seem to be reason- 
ably satisfied with the existing price level, and it is hard 
to conceive that any imminent change in consumer 
spending owing to reactions to prices! is at all likely. 


AND WHAT ABOUT WHOLESALE PRICES? 


At the wholesale level, changes in the network of 
prices have been much more complicated, and more 
suggestive. Among raw materials, most of the major 
metals have enjoyed sharp price rises since mid-1955— 
aluminum, 17%; finished steel, 16%; zinc, 10%; tin, 18%. 
Copper (which together with steel and aluminum is a 
controlling metal in hard-goods output) is now selling at 
about the same price as prevailed in mid-1955, but prior 
to that period it had enjoyed an extreme price increase, 
and is, in fact, higher priced than any of the other major 
metals relative to its price in the immediate postwar 
years. 

Excluding metals, raw materials have shown little or 
no price trend over the past year and a half. A number 
of them, in fact, behaved stronger in the preceding 
thirty months, when the general price level was stable. 
(For example, cotton rose slightly in the thirty months 
ending June, 1955, and has declined since. Rayon fila- 
ment rose more in the earlier period than in the later 
period; natural rubber and sulphuric acid rose sharply 
in the earlier period, and have changed not at all more 
recently; lumber prices fell less during the thirty-month 
lull than in the ensuing eighteen-month inflation.) 

At the more general industrial wholesale level—the 
two-digit commodity classifications used by the Bureau 
of Labor Statistics—sharp gains were recorded for 
metals and “machinery and motive products” in the 
past year and a half. In half of the remaining ten price 
classifications, however, prices behaved more strongly 
during the lull than during the inflation. Finally, in the 
Bureau of Labor Statistics “economic sector’’ price in- 
dexes, the shape of the price advance over the past 
eighteen months is spelled out clearly enough in pro- 
nounced increases among producer durable goods and 
materials and components of durables manufacturing. 

These price statistics suggest a number of working 
hypotheses about the current price trend. In the first 


1 This does not preclude, of course, even very sharp changes in re- 
tail spending owing to such other influences as credit availability, 
consumer financial condition, degree of saturation of individual mar- 
kets, or changes in income. 


place, while there is some evidence of general and per- 
vasive influences at work on the entire price level— 
influences which might broadly be called inflationary — 
prices in certain individual sectors have reacted very 
strongly to the pull of demand. The prodigious rise in 
the rate of business investment since early 1955 seems 
to have been a dominant influence in reshaping price 
relationships. It has been supported in this relationship 
by continuing inventory demand for durables materials 
and components. 


A MATTER OF DEMAND 


Side effects on consumer durables industries, through 
rising costs of metals, are certainly reflected at the 
wholesale level, but there is-much evidence that they 
have been controlled at the retail level by vigorous 
competition. Amid all the talk of general inflation, it is 
perhaps timely to note that changes in general measures 
of the price level over the past eighteen months seem 
still to reflect, predominantly, the cyclical expansion of 
business demand for plant and equipment, and the per- 
sistent, voluntary accumulation of durable inventories. 


ALBERT T. SOMMERS 
Division of Business Analysis 


Budget in the Economy 


(Continued from page 66) 


no single clear-cut direction to the government’s influ- 
ence in 1958. Diverse forces will be operating, the 
strength and direction of which will automatically be 
influenced in no small part by trends in the private 
economy. Others will be subject to administrative dis- 
cretion to be exercised as the course of business activity 
is run. 

Demand from government, as reflected in its pur- 
chases of goods and services, will be higher, but is not 
likely to exceed the $2-billion increase in annual rate 
experienced between the first and fourth quarters of 
1956. Government contracts for business will rise and so 
will welfare payments to individuals. But the net change 
in total impact now appears to be small. On the basis 
of the official forecasts, no substantial offsets to any 
declines in the private sector are likely to occur. 


TuHEopore R. Gates 
Division of Consumer Economics 


The Development of Markets for New Materials—A study 
based on the experiences of producers of aluminum, fibrous 
glass and plastics. It describes their efforts to build markets 
for these materials by developing markets for new end prod- 
ucts made from these materials, identifies the characteristic 
marketing problems they have encountered, and studies 
their approaches to these problems. By E. Raymond Corey. 
Division of Research, Graduate School of Business Adminis- 
tration, Harvard University, Boston, 1956, 265 pages. $L. 
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Retail Price Level Steady in December 


CONSUMER prices, after a seven-month rise, showed no 
change in December, 1956, according to THE ConreEr- 
ENCE Boarp’s index of retail prices. The all-items index 
for the United States remained at its November level of 
103.2 (1953 = 100), which was 2.2% above the December, 
1955, figure. 

The purchasing value of the consumer dollar was 96.9 
cents (1953 dollar = 100 cents) in December, 1956, un- 
changed from the previous month and 2.1 cents below 
December, 1955. 

Over the month, there were small price advances in 
three of the five major commodity groups, while two 


dairy products and eggs index was owing to a 3.6% drop 
in egg prices. All dairy products were slightly higher. A 
similar slight upward tendency was exhibited in the prices 
of cereal and bakery products. Fruit and vegetable prices 
rose 1.2% over the month, since a slight decline in fresh 
fruit prices was not sufficient to offset a 4.1% price in- 
crease for fresh vegetables. Higher prices for fats, oils and 
sugar brought an increase of 0.3% to the “‘other food” 
group. 

The unchanged price level of apparel was the result of 
balancing price movements. Women’s clothing was 
slightly cheaper over the month, while men’s apparel was 


The Conference Board’s Consumer Price Index—United States Cities Over 50,000 in Population 
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remained unchanged. The changes, however, were so 
slight as to have no effect on the over-all price level 
(housing costs were up 0.1%, and transportation and 
sundries each up 0.2%). Food and apparel prices remained 
at November levels. 


CHANGES IN THE COMPONENTS 


The food index remained at its November level of 
100.5, as price declines in the meat, fish and poultry and 
dairy products and eggs groups were balanced by ad- 
vances in the other food groups. Meat, fish and poultry 
were 1.0% cheaper over the month, with beef, pork and 
poultry prices substantially lower. The decline in the 
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somewhat more expensive. Clothing service costs also 
rose slightly. 

A small increase in housing costs resulted from a num- 
ber of scattered increases throughout the group. Rents, 
fuel, housefurnishings and household operations all were 
somewhat more expensive. 

Transportation costs rose 0.2% over the month. Public 
transportation charges remained at their November level, 
but automobile upkeep was costlier, primarily because of 
changes in gasoline prices. Slight increases in the prices of 
recreation and personal care items and alcoholic beverages 
were reflected in the 0.2% advance in the sundries 
index. 


The Index Cities: Range of Price Changes 
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Percentage changes from 1953 through 1956 


CONSUMER PRICES: THE 


above the January, 1956, level. This increase was 

by far the largest in years, particularly because 
most of the price rise was concentrated in the second 
half of the year. The year 1956 thus marked the end of 
the general price stability that had prevailed since 1953. 
During this period prices held pretty much to the level 
established in 1953 after the Korean war. The upswing 
during 1956, however, was very moderate when com- 
pared with periods of marked inflation. Prices rose dur- 
ing the 1946-1949 period, for example, at an average of 
4.6% per annum, and in the 1950-1952 period at a rate 
of 3.2%. 

Rising production and distribution costs had been 
building up pressure on prices prior to early 1956. The 
time elapsing before such pressures are felt by the con- 
sumer depends in general on the economic climate, the 
size of profit margins, and the point in the production 
process at which the pressure is introduced. Thus the 
impact of higher steel prices generally will take longer 
to reach the consumer market than an increase in dis- 
tribution costs (such as higher rail and trucking rates). 


CU sieve: prices in December, 1956, were 2.1% 
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YEAR 1956 IN REVIEW 


Some of the higher costs had pushed through to affect 
retail prices before 1956, but these higher prices were 
almost balanced by lower prices for food. In the second 
half of 1956, food prices began to rise considerably, and 
in combination with generally upward pressures hoisted 
retail prices 2.2% higher from April through December, 
1956. 

The purchasing value of the consumer dollar, as 
measured by THE CONFERENCE Boarp’s index of retail 
prices, fell from 99.0 cents in December, 1955, to 96.9 
cents in December, 1956 (1953 dollar =100 cents). The 
all-items index for the United States at the end of the 
year stood at 103.2 (1953 = 100) as compared with 101.0 
in December, 1955. 


PATTERN DETAILS 


Prices increased during the year in all major areas of 
consumer spending. Transportation costs led the ad- 
vance with 3.1%, food followed with 2.7% and sundries 
climbed 2.4%. Housing and apparel had somewhat 
smaller increases of 1.6% and 1.4%. The chart on page 
87 shows the steadiness of the general price level during 
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Course of the Year's Changes 
Index numbers: 1953 = 100 
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the first quarter of the year, with the all-items index at 
the same level in April, 1956, as in December, 1955. But 
of the groups, only apparel showed a similarly steady 
picture. All the other commodity groups exhibited con- 
siderable movement, with food and transportation 
costs going down and housing and sundries costs higher. 
The general price stability thus resulted from these 
counterbalancing movements. 

The upward trend in the costs of housing and sundries 
continued throughout the year, but the downward 
movement of food and transportation costs was re- 
versed during the second half of 1956. With apparel 
prices joining the upward trend in April, the price level 
rose unhampered for seven consecutive months. By 
August, 1956, the indexes for all five major commodity 
groups climbed above the 100 mark so that for the first 
time consumers were paying more for all major com- 
modity groups than in 1953. 


FOOD PRICES UP 


Food prices, which had been very weak throughout 
1955 and the first quarter of 1956, rose 2.7% between 
December, 1955, and December, 1956. All parts of the 
food index shared in this upward movement. The largest 
increase was reported for the “other food” group, which 


Range of the Year’s Changes 


Percentage increases from December, 1955, to December, 1956 


Apparel Housing All Items Sundries Food 
Source: The Conference Board 


Transportation 


rose 4.2%. The index for this group has risen consistently 
since February, 1956, owing to repeated price hikes for 
coffee, sugar and oils. While coffee prices leveled off 
towards the end of the year, those for sugar and shorten- 
ing still continued to rise. 


Changes in Food Subgroups 


The fruit and vegetable group exhibited most spec- 
tacular price behavior during the year. As a result of 
frosts early in 1956, prices rose unprecedentedly and in 
July were 14.5% above those of January, 1956. As late 


summer and early fall crops brought comparative plenty 
to the market, prices fell and were only 3.6% above 
year-earlier levels in December. 

The meat, fish and poultry group followed with a 
3.0% increase. Meats, on the bargain counter since the 
fall of 1955, had reached rock-bottom prices in April, 
1956, when they were 12.8% below 1953 levels. Prices 
strengthened in May, had come up to year-earlier levels 
by October, and have continued above 1955 levels ever 
since. However, not all meats showed equal price 
strength. Pork, which had fallen further below 1953 
levels, showed a slightly greater price strength in 1956 
than beef. Chicken dinners became cheaper as poultry 
prices fell 8.0%; fish prices were somewhat higher. 

The cereal and bakery products group, which had ex- 
hibited a consistently steady and slow upward tendency 
during the past few years, moved 2.3% higher in 1956. 
Bread prices rose 3.2%, while flour was up only 0.9%. 
The dairy products and eggs group, up 0.8%, registered 
the smallest increase over the year. Record egg produc- 
tion brought prices down 10.8%, thus almost balancing 
price increases for dairy products. Milk prices, even 
though production was up, rose 5.3% owing to a favor- 
able demand situation, allowing increased production 
and distribution costs to be passed on to the consumer. 
Dairy products, up 2.8%, reflected the higher milk costs. 


HOUSING COSTS ALSO ROSE 


Housing costs, climbing steadily, rose 1.6% over the 
year. The largest increase was recorded in the cost of 
repairs and improvements, which climbed 4.2%. Fuel 
prices, registering the customary seasonal ups and 
downs, rose 2.2%. Solid fuels showed a stronger upward 
movement than gas and electricity. Household opera- 
tions increased 2.2%, while rents were up 1.7%. House- 
furnishings, in comparison, rose only 0.6%. 


DIVERGENCY IN APPAREL TRENDS 


The apparel index, which had been below 100.0 
(1953=100) through June, 1956, ended the year 0.7% 
above 1953 and 1.4% above December, 1955, levels. 
However, all price strength was concentrated in men’s 
apparel and apparel services. The cost of men’s clothing 
continued upward throughout the year and in December 
was 2.4% above the year-earlier figure. The women’s 
clothing index on the other hand, which kept within 
0.2% of the annual average, ended the year 0.1% lower 
than in December, 1955. Apparel service (shoe-repair 
and dry-cleaning) costs climbed steadily to reach an 
index figure 5.1% above that of December, 1955. 


HIGHER COST OF KEEPING MOBILE 


The main factors accounting for the 3.1% increase in 
transportation costs were rising service charges and the 
higher price at which 1957 automobile models were in- 
troduced in the market. The public transportation index 
rose 4.2% between December, 1955, and December, 
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Consumer Price Index Averages for 1956 


1953 = 100 

All Items Housing Apparel Transportation Sundries 

bined SEA bag i ett te er gent ern nes 101.9 99.0 102.9 .0 105.0 104.2 
COTA ar nica ania aa ohcax sien, aliens lates en atohcve ce 102.6 99.2 104.1 4 105.8 105.4 
ane bel with ohadiciikatc tsi miciageneteeiey oti 100.9 95.9 102.4 .0 105.2 104.0 
a timore aledena Sued -Bot aac mies oleae musloreiles 101.7 97.9 102.5 wl 105.1 104.5 
Birmingham seers eens oe 100.9 97.2 101.8 8 98.4 107.2 
Boston scala ishiy, Savas ate Binite heise 101.6 97.9 103.2 8 104.7 104.5 
ridgeport <0. brs. «2s tee: 102.2 99.4 102.0 8 105.8 105.4 
Chattanooga. <r... wins Sade cee ds 100.2 95.6 100.8 9 105.3 103.4 
2 eee 104.5 100.5 108.3 8 104.8 106.7 
Cipcwmati fee eer, be, S 102.7 98.5 104.0 0 103.7 107.3 
levelandans mre rete ere ects. 5 102.7 98.8 103.0 .0 105.4 106.8 
IDNA ES ieee pike, Geass ee See ee 100.8 98.2 101.2 ms) 102.8 102.8 
Denver we eco rece cere reese Valaters as 101.9 100.7 102.5 3 .0 104.0 
Des MEIER. eT SE naka heey as « 102.2 100.9 101.0 9 0 105.3 
Detroit..; <5... eet enone ngececesses 103.1 101.5 104.3 .0 a 105.1 
PeGb at SUperiOr nny 2 «nie nenie on,s 102.4 100.0 103.7 8 9 104.0 
Erie. . yet SRE GohRgRO lee ae os see 102.7 99.8 103.1 i) .0 107.8 
Evansville. Sis Hee AR EE 99.5 93.5 100.4 9 4 101.8 
Grand Rapldseevsers ss os os eter ss 103.2 102.0 103.1 A al 105.7 
OS ee, eee 101.7 99.3 102.7 4 2 102.5 
Huntington-Ashland............. 102.6 99.2 104.0 A 9 104.5 
BOOIRDAQONG. Se cw s ss. so aan bes 101.38 97.5 102.4 4 6 104.9 
BEANORE OUT os nen wik ges os vanes 101.7 97.4 103.0 3 2 108.5 
LORS 9g 228 ae see eerie 102.6 101.7 102.7 9 all 103.2 
Los LETRA Choe 2 Se oe a ar 101.0 97.7 101.4 4 a) 103.1 
Se ee 100.8 96.2 101.5 4 3 108.4 
Minneapolis-St. Paul............. 102.7 101.9 103.3 8 8 103.2 
Newark-Northeastern N. J........ 100.8 99.1 101.5 6 3 102.8 
WewaGrleans! o> 40. os. scant os 102.3 101.9 102.7 0 3 105.1 
A Ge es ee 102.1 99.3 103.5 Ff 3 102.7 
Phaactelphinie tas, Joc ios ayo.06 See 101.0 98.4 101.0 6 8 103.7 
IGS DUT tere oe eile ca ase ssa 101.8 98.8 103.7 .0 <2 103.1 
Portland, rower ee eee 100.9 97.7 101.6 A Me 105.0 
Haehmond =) + soc: Sie aun pv ele a on 101.2 97.6 102.6 1 8 103.7 
[pngmOKG eee pac ele ss oe 99.8 96.2 101.6 2 sf 100.4 
(ouhesters: - chick «ns seclwinte te. 101.9 101.5 101.3 2 8 103.5 
Sie LGR ae a a 101.1 98.7 101.6 6 38 102.4 
San Francisco-Oakland........... 102.8 100.4 103.2 sof 2 106.4 
DEnULIO le Se ee Sak eee res 102.1 101.1 101.3 BS A 106.4 
DVTACUGE 64 os ec ets ce OF so 5 ane oats 101.0 97.4 102.7 ; .0 102.1 
Wai NITI CLOT 1c5.- a es emtee cee oietom 2 101.5 97.3 102.8 6 104.7 


1956. Automobile transportation costs, which bear a 
seasonal character, showed a considerable decline during 
the first part of the year, when new-car prices were ex- 
ceptionally weak. They stabilized during the summer 
months, rose in October when the 1957 models appeared 
on the market, and by December higher upkeep charges 
and new-car prices had brought the automobile index 
2.8% above its December, 1955, level. 


BIG SERVICE CHARGE INCREASES 


Sundries were up 2.4% over the year, with all com- 
ponent groups sharing in the price rise. Medical and 
personal care showed the largest increases of 3.6% and 
3.4% respectively. Lesser increases were reported for 
recreation costs and alcoholic beverages and tobacco. 
In general, service charges exhibited a greater upward 
tendency than prices for goods. 


RANGE IN INDIVIDUAL CITY CHANGES 


Prices rose during the year in all forty cities included 
in the Board’s consumer price index. While as many as 
fourteen cities in 1955 reported price levels below the 
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1953 average of 100.0, in 1956 only two cities were still 
below 100.0. But not all cities shared equally in the 
general price rise. Increases ranged from 0.5% in Rich- 
mond to 3.3% in Akron. These extremes compare with 
a 2.2% rise in the general price level for the United 
States. 
Hern B. Junz 
Division of Consumer Economics 


Business Bookshelf 


The Economics of Soviet Steel—A thorough study of the size, 
the growth, the location and the productivity of the Soviet 
steel industry. By M. Gardner Clark. Harvard University 
Press, Cambridge, 1956, 400 pages. $7.50. 


Private Foreign Investment—A discussion of the dangers that 
the foreign investor faces in possible expropriation and the 
techniques of protection that have been evolved. By 
Seymour J. Rubin. The Johns Hopkins Press, Baltimore, 
1956, 108 pages. $3.50. 


SELECTED BUSINESS INDICATORS IN CANADA 


NOTE: These data are published quarterly in The Business Conference Board’s Canadian Office to supplement the 
Record recapitulating monthly data sheets issued by The Chartbook of Current Business Trends in Canada. 


1956 1955 


Chart- ; 
poste Series Unit 


Page** 


Novemberp | October |September| August November 


Industrial production 


PR Ee nc aitrete sis us Mromimesisce 1935-39 =100 S 292.2 290.1 |7 288.8 |7 287.5 277.8 

Mine Ride trate cute Gieieielne eereelenle ere 1935-39=100 S 289.2 DH he Rea EN Mo i feeb 273.8 266.4 

7 Manufacturing cc cieie s <0 siete aietesielests 1935-39 =100 S 291.4 288.7 |r 289.4 |r 287.6 279.3 
Durables manufacturing............ 1935-39 =100 S 362.8 356.5 7135075 ry 354.1 342.4 
Nondurables manufacturing......... 1935-39 =100 S 245.7 247.6 |r 250.4 |r 245.1 239.0 


Wholesale prices 


Géneral Index? 75,22) ctaauisccis ttle ce oe 1935-39 = 100 226.6 bith fm | 227.4 227.0 220.7 
9 Industrial materials..............:. 1935-39 = 100 247.7 247.7 249.5 249.2 240.8 
Canadian farm products...........- 1935-39 = 100 209.4 208.0 209.8 214.4 196.9 


Consumer price index 


JNU S IG gb oo oo ha Jan CO nOL SOO OOS 1949= 100 120.3 119.8 119.0 11071 116.9 
11 ocd Fear hoich POONED Gaee OMG OIG) OGG 1949 = 100 TLS 9 117.4 115.5 1159 113.0 
SWia.ie Quo Con ciu.cato Cm bala 1949 = 100 133.4 133.3 133.1 133.0 130.6 


Average work week 


All'manufacturing = <6) « +s. ese 00+ - Hours S$ 41.0 41.0 41.2 41.1b 
15 Durables manufacturing............ Hours S$ Al OW se Allez 41.5 41.46 
Nondurables manufacturing......... Hours S$ 40.9 40.7 40.8 40.76 


Average hourly earnings 


All manufacturing........... Abycaetcto Dollars 4252 1.45 
17 Durables manufacturing............ Dollars 1.64 1.57 
Nondurables manufacturing......... Dollars 1.40 1.34 


a Se leo ooo 


Average weekly wages 


Allamanitiacturitigis virie a cicretele) sielavelotens Dollars 62.18 50.63 
19 Durables manufacturing............ Dollars 67.08 65.63 
Nondurables manufacturing......... Dollars 


56.84 33.40 


Personal income 
Labour income!..:...... Ss NERO Billion dollars S A 


14.6 


Retail trade 


Total ee ic teee aie Wiasatevs.c 6 arenes: si evesave Million dollars S ral leo Wy rf 1,196.9 1,099.56 
23 Department store sales............. Million dollars S 109.3 106.7 98.36 
New passenger car sales............ Million dollars S 90.5 110.9 97.26 
Furniture, radio and appliance dealers} Million dollars S 50.0 47.0 48.36 


Manufacturing: shipments and inventories 


33 Total shipments during month....... Million dollars 71,828.9 71,826.3 1,706.6 
Inventory owned at end of month....} Million dollars 7r4,040.2 | 7r4,008.5 3,606.6 
Ratio of inventories to shipments.... * fee Meee! 


Tf? 2.A9 2-14 


Manufacturing: new and unfilled orders 


WUntilled ordersaray < wiecere eons crore casos Million dollars 72,763 .3 27 50 2,605.9 

35 INew orders. tj eeacee te pele cceeecceee Million dollars 71,841.7 71,857.9 1,738.5 
Consumer goods industries.......... Million dollars (A be forse Ue Be 486.1 
Capital goods industries?............ Million dollars Y AI9G |e 514156 174.1 
Exportundustries®o if)... css ances cele Million dollars 7317.0 


r 362.1 297.1 


Farm cash income 


37 Farm prices of agricultural products. .| 1935-39=100 he ASI I f 232.6 220.2 
Prices of commodities and services 
used iby farmers oo 5... creche eee nals 1935-39 = 100 235.1 


Exports 


‘To all countries nce cst cece Million dollars 420 386 
39 To the United States............... Million dollars 263 237 

Total value of exports.............. 1949=100 S 162 1595 

Average export prices.............. 1948=100 IZA 118.9 


Imports 


rom allicountriesy. is see cere enone Million dollars e 474 444 

4] From the United States............ Million dollars 331 303 
Total -valueofimportsse.. ects ots 1949=100 S$ 200 2016 
Average import prices.............. 1948=100 


Commodity trade balance 
With allscountries Aa, eient einen tenis Million dollars 
sisi nsiatete one Winrar Million dollars 


| 


United States dollar in 


Canadian funds ................05. Canadian dollars 
Money supply and bank loans 
45 Money supplyt.......... VAs Meee Million dollars 


Loans) ini Canada’: n.ce aoe Million dollars 
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SELECTED BUSINESS INDICATORS IN CANADA (Continued) 


1956 1955 


Series 


September} August | November 


Novemberp | October 


Structure of interest rates 
Bank of Canada discount rate®t 
15-year government bonds? 
3-month Treasury bills® 
High-grade corporate bonds? 


Common stock prices 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 


+ Under a new system, effective November 1, 1956, the Bank of Canada’s discount Data Sheets will sh he di i 
Se phe alle halle em ed ae yi at Bey sheets will show the discount rate as of the Thursday nearest the middle of each 
Beeld s Wreenicy lille Eee on td cewne aye Ah i eh ating hea a tne month—that is, as of the same date for which the Treasury bill yield is shown. 


Series 


Gross national product 
Billion dollars S A 


Employment and unemployment.” 
Civilian labour force 
Employment 
Nonfarm employment 
Unemploymentil 


Thousand persons S 
Thousand persons S$ 
Thousand persons S$ 
Per cent of labour force S 


Personal income 
Total 
Personal disposable income 
Personal consumption expenditure.... 
Personal saving 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Consumer credit outstanding” 


Total 

Instalment credit 
Cash personal loans 
Charge accounts 


Million dollars 
Million dollars 
Million dollars 
Million dollars 


New business investment 
Total plant and equipment 
Nonresidential construction 
Machinery and equipment 
Change in business inventories 


Million dollars S A 
Million dollars S A 
Million dollars S A 
Million dollars S A 


r 2,600 
r+764 


New construction 

r 3,972 
r 2,360 
7 1,612 
7134.3 


Million dollars S A 
Million dollars S A 
Million dollars S A 
Thousand units S A 


Nonresidential 
Residential 
Dwelling units started 


51 


Corporation profits 
All industries before taxes 
All industries before taxes 
All industries after taxes 
Manufacturing after taxes 
Mining, quarrying and oil wells 
efter taxes 


Farm income and prices 
Total farm cash income 


Money supply and bank loans 
Loans to manufacturers and 
construction contractors. . 
Loans to merchandisers 


Federal budget receipts and expenditures 


Receipts 
Expenditures 
Cumulative surplus or deficit!3 


Million dollars S 


Million dollars 
Million dollars 
Million dollars 


Million dollars 


Million dollars 


Million dollars 
Million dollars 


Million dollars 
Million dollars 
Million dollars 


Sources: Dominion Bureau of Statistics; Bank of Canada; McLeod, Young, Weir 


and Company; Department of Finance; THE CoNnFERENCE Boarp. 


1 Including wages and salaries and supplementary labour income. ? Including such 


‘industries as heavy eqt 
machinery, but excluding 
such industries as 
metal smelting and refining. 
deposits and float, at end of month. 
loans and insured residential mortgage loans. 


3 Includin: 
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uipment, agricultural implements, machine tools and industrial 
construction as well as motor vehicles and related industries. 
flour milling, sawmilling, pulp and pape 
4 Currency and active deposits, excluding government 
5 At end of each month 


r, nonferrous 


; excluding day-to-day 
6 From November 1, 1956, rate as of 
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7679.0 509.8 


1,550.7 
739.1 


1,435.6 
703.6 


1,579.9 
721.0 


1,219.3 
1,166.9 
+272.9 


1,153.5 
933.1 
+220.4 


Thursday nearest middle of month. Previous rates are those prevailing at fifteenth of 
each month, with effective dates of change shown in parentheses, 7 As of fifteenth of 
each month. ® Tender nearest fifteenth of month. ® Beginning of each month, 
10 Middle month of each quarter. 1 Persons without jobs and seeking work. 1 Esti- 
mate as of the end of each quarter. ™ Fiscal year beginning April Ist. S-seasonall 
adjusted, A-annual rate. b-October, 1955 for monthly data. p-preliminary. r-revised, 
* End-of-month inventory, divided by shipments during the month. n.a.—not avail- 
able. ** Chartbook of Current Business Trends in Canada, Tux Conrerence Boarp, 
1956. Copies available to Board Associates on request. 


SELECTED BUSINESS INDICATORS 


1956 1955 


Chartbook 
Page“ 


Series Unit ———— ee 
Decemberp| November | October December 


serrate production ara es & Mite: Shale 6 sie si adarecteersieleieretereene’s 1947-49 =100 S 147 yr 146 146 144 
5 Durables manutacturiig st seieranecteteiteiayeleiy ciara 1947-49=100 S 166 PEGS 164 161 
Nondurablesimanufactinring). ane eteisieleistneleletalcielare 1947-49=100 S r 


Wholesale prices 
IAM COMMOCILIES tere erelete aie elolete ele rotaistereiaisretelsiele +..+.-| 1947-49 =100 
| | Industrial commodities <cicseis ois clersivisiots s+ + 6 ane nS 1947-49 = 100 
Farm Gommodities. 5... case icles cle ctsiine's 5 « scar 1947-49 = 100 


Consumer prices (NICB) 
ALU ACGIIG a. cPevsterete teneratietavetenev sical s:/eve/evelae foreneteusie e ncelana roam 1953=100 
13 Housltgts fire eer ee 1953=100 
RUAN 4: Dias lolcats te SHC NORG aie te settee Potent otere teats teers 1953=100 


Prices received and paid by farmers 
Prices*recelved rrr store stare sisters t/ayete es) cin aiele ee areas 1910-14=100 
Prices spaiduc. wecre cr ssereleraiaveve ore a. aysieleyste)/austere ayena's es iors 1910-14=100 
Parity Tavlores warase ee ntet ences conn tenEe ein cies 1910-14=100 


| | 


Employment and unemployment (Census)® 
Total la DOE LON Ce stewyarcratevaraterstevoretatale pis tere Wiel Male 6 10 2 6-s Thousand persons 
Givilianvla bor force ewes a oer tee «oo ate oliel nip ticle] ecelelo-s Thousand persons 
Civilian employment occ apes ausvesssoiays ois uate ane) exeuateneias Thousand persons 
Nontarmyreniploymentnccccvinisicsto wise eieie eietscaiets. Thousand persons 
Unemployment Geek: 05 vow nwise apy sisteleren ateccre en ane Thousand persons 


a | 


Nonfarm employment (BLS) 
PE OUAM pete cars eg CARA atec rarer Suceel Clete vale. & susie aresonarererehstels Thousand persons S 
Employees in nonmanufacturing..............-.- Thousand persons S$ 
Employees in’manufacturing.. oc. .ecs.. ose mcr es Thousand persons S$ 
Production workers in durables manufacturing..... Thousand persons S 
Production workers in nondurables manufacturing. .} Thousand persons S 


Average work week 
Allima nutactusiti gs ciyccjo a tie asain -nemiarate ale aicleleneve a 
Durables manulacturing ce cis) ela eicfsreleterereieielsicis s'e1ere 
Nondurables' manufacttiring ina. ssi ceeecisicsins ses 


Average hourly earnings 
All nanifactiring Bier, ss cree © ory. c's oc dalere eps ors eters conte Dollars 
Ditrables manulacturing csc sek siesse cies cleawacies Dollars 
INondurableaimanulactunng nieces een eae Dollars 
Average weekly earnings 
Allmanufacturing canes os acectemeereeues aces Dollars 
Durablessmarmlacturim gaan canine eerel ere eration verre Dollars 
Nondurables manufacturing)... soc see euteece. Dollars 


ee | | | | — J 


Personal income 
PObalt cg gerspepe etencaeveicteretemetate oleic oR ieeercl eietene lo caterers Billion dollars S A 
SlADoF INCOMES saurh ie cette as ¢ ancora e eis naires 's Billion dollars S A 
OtherrincoOme serge sero cis eters Reavers ol ore @ciowsiciets abiace Billion dollars S A 


| af | | 


Instalment credit 
TEXTENSIONS Meiverars: tote ceeleters lcres) satel chats, avai breteie aes Million dollars S 


Repayments hii a sagcnctetarseshe s aciatetomis « lateaty alee Million dollars S 
Instalment credit outstanding... «ceeds. ee ene et: Million dollars y 30,811 


New construction 
LiOtalegetercciety sacinott cece sic bere sais aia aleve wards Aeeiere Million dollars S A 44,748 743,980 
otal private cemomch atostoe toe meine oan oan Million dollars S A 30,504 730,612 
Private:nonfarm' residentialls.on. seam cs osciestceces Million dollars S A 14,868 714,892 
Business sales and inventories 
pLotaltinventoriess +2. emi. sarees etoh foie teycus Pega Million dollars S 787,200 
Totalisalednatercugrect ccs osttmis mattis Cee oe ein etree Million dollars S$ ne 755,000 
Manufacturing inventories. ....+.sescccceccssc.s Million dollars S -d. 750,815 
Maniactunnpieales sarees eae et Million dollars S -d. 728,294 
Retailtirivent Orles jm iie tlie eect nteeitiie Million dollars S a. 723,320 
Retail salesh, Wa a< tp eae to ce ce ee eee Million dollars S$ a. 16,050 


Retail trade: Durable goods stores 


INVENCOTIES § Bes TA Ase Se Rice nero eorsneee ka Million dollars S 
OR ROBO: ch We RS OF tin 0 CLEMENT GR atc nts CRAIGS SeCREEENe Million dollars S 


©. /e Te) Sie 6/0 (o 0) 6 ©) apse whe nie we Oe) eb ele e 


| | 


Retail trade: Nondurable goods stores 
Iiventortes|Monass cles ceric cle te Oe L Orie tate Million dollars S$ 
he tehevaretarneih cos Million dollars iS) 


a) shar Rem aieout rds MRRERN GS care Mareen 
Durables mfg.: Sales and inventories | 


Inventoriéstiiniy. tec sane eerie Bsscanacpsmete much Million dollars S$ ds 729,408 


Salesin say chia acee rae em er ee ....| Million dollars S$ p 
Inventory-Sales ratio EG | es OF aS oe 


Nondurables mfg.: Sales and inventories 
Inventories: pay, mrt eerie aan tiene yo aiurneretams Million dollars S$ 721,407 19,619b 
UE Co eile SR aartkitana ater s | Mis aecelane ne 714,095 13,622b 

sitar’ Tora RUTHER Ve ters NRG Pet Se ome * Le52 1.446 


whee) se) SXehei'e ebelieiielteie 0 0:0 0 ele ab: 4 abs 
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SELECTED BUSINESS INDICATORS (Continued) 


Chartbook 


Page* Series 


Merchandise exports and imports 
Exports® 
Imports 


49 


51 


Money supply and turnover 
Privately held money supply’ 
Total demand deposits adjusted and currency 
Deposit turnover: New York City 
Deposit turnover: 337 other centers® 
Bank loans, investments and reserves 


Investments? 
Loans? 


53 


55 


Borrowings?®? 
Commercial, industrial and farm loans" 


Diffusion index 
Industrial production 
Diffusion index 


57 


Eight sensitive business indicators 
Residential building contracts 
Nonresidential building contracts 
New orders, durables 
Average work week 
Raw materials prices 
Stock prices, industrials 
New incorporations 
Business failures 


Gross national product 
Total 
Final demand” 
Change in business inventories 


Components of gross national product 
Personal consumption expenditures 
Change from previous quarter 
Government purchases of goods and services 
Change from previous quarter 
Gross private domestic investment 
Change from previous quarter 


Disposition of personal income 
Total personal income 
Disposable personal income 
Personal consumption expenditures 
Personal saving 


Corporate profits 
Profits before taxes 
Profits after taxes 


Dividend payments 
Retained earnings 


Business expenditures for plant and equipment 
Total 
Manufacturing industries 
Nonmanufacturing industries 


Federal budget receipts and expenditures 
Receipts 
Expenditures 
Cumulative surplus or defici 
For monthly data see above 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Tur ConrerEence Boarp; Department of A, riculture; Bureau of the Census; Securi- 
ties and ot cu eh ati oa Treasury Department; F. W. Dodge; Standard & 

’s; Dun & Bradstreet. y 5 ot ‘ . : 
Pe thckides interest, taxes and wages. ® Prices received divided by prices paid. * Begin- 
‘ning May 1956, data based on 330-area sam le, 4 Excludes personal contributions to 
social security, included in components. ® Inc udes wages and salaries and “other labor 
income.” ®Includes grant-aid shipments. 7 Demand and time deposits adjusted _to 
exclude U. S. Government and interbank deposits; and currency outside banks. ® Ex- 
cludes Boston, Philadelphia, Chicago, Detroit, San Francisco, Los Angeles and New 
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Million dollars 
Million dollars 
Million dollars 
Million dollars 


Million dollars 
Million dollars 


1956 1955 


Unit 


December 


Decemberp} November | October 


1515 
986 
529 
422 


fal ,Oot, 
1,120 


1,321b 
1,065d 
2566 
184d 


65,559 
61,343 


58,4690 
60,478b 
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Million dollars 
Million dollars 
Million dollars 
Million dollars 
Million dollars 


1947-49 =100 S 


tt S 
tts 


Thous. sq. ft. fl. sp. S 


Thous. sq. ft. fl. sp. S 
Million dollars S 
Hours S$ 

1947-49 = 100 
1926=100 

Number S$ 

Number S$ 


Billion dollars S 
Billion dollars S$ 
Billion dollars S$ 


Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S$ 
Billion dollars S 
Billion dollars S 


Billion dollars S$ 


Billion dollars S 
Billion dollars S 


Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 


44,325 
n.d. 
40.5 
92.9 
497.0 
10,842 
1,041 


IV 
Quarter 


III II 
Quarter Quarter 
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420. 
4. 


413. 
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Billion dollars S 
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Million dollars 
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A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
Billion dollars S A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 


Billion dollars S 


12,9970 
16,9476 


1/09 —3,9506 


York. 9 All member banks, !° From Federal Reserve Banks. !! Weekly reporting mem- 
ber banks. 12 Gross national product, less change in business inventories. 1 For fiscal 
year beginning July 1. S-seasonally adjusted. A-annual rate. a-anticipated, For the 
I Quarter of 1957, anticipated outlays are: Total, 37.96; Manufacturing, 16.46; and 
Nonmanufacturing, 21.50, b-November, 1955 for monthly data; III Quarter 1955 for 

uarterly data. p-preliminary. r-revised. * End-of-month inventory, divided by sales 

uring the month. {Debits (annual rate) divided by deposits, {Diffusion index 
stated as the average duration in months of expansion or contraction. n.a.-Not avail- 
able. “ Chartbook of Current Business Trends (Second Edition), Tas ConrERENCE 
Boarp, 1956. Copies available to Board Associates on request. 


Postwar Trends in Freight Tonnage and in 
General Business Conditions 


PER CENT INCREASES 
1947-1949 AVERAGE 
TO 1956 


(0) - 
1947-1949 
AVERAGE 


160 
INDEX NUMBERS 
1947-49 =100 
Va 140 
INDUSTRIAL’ 
monucron 7 mk wi 
-_ 
a, Fa 120 
100 
RAILROAD FREIGHT 
REVENUE- MILES 
80 
1.20 
RATIO OF RAILROAD FREIGHT REVENUE - MILES 
TO INDUSTRIAL PRODUCTION 
1947-49=100 
1.00 
0.80 
0.60 


IA IME AS NNA9 5 4150 Wh W'S! OF 520 WaiS3i as 254 t ess 


Sources: Interstate Commerce Commission; Federal Reserve; Department of 
Commerce; Department of Agriculture; The Conference Board 
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THE RAILROADS 
LAST YEAR 


joyed good business in 1956. A long-term decline 

in their share of total intercity freight traffic was 
halted at least temporarily, and passenger revenues held 
their own for the first time since 1952. Thanks in part to 
a 6% increase in freight rates, effective in March, and a 
5% increase in passenger fares in May, total operating 
revenues increased about $500 million, to $10.6 billion. 
But despite increased traffic, increased revenue, and im- 
proved physical efficiency, the railroads’ net income, 
after taxes and fixed and contingent charges, fell slightly 
below income in 1955. Rising materials costs, and rising 
labor costs associated with the industry’s new contracts 
executed near the close of 1955, more than offset the 
increase in operating revenues, and net earnings of the 
roads declined from $927 million in 1955 to about $875 
million in 1956. 

Apart from the question of general business conditions 
in 1957, the railroad outlook appears reasonably bright. 
Rolling stock should increase in number and efficiency, 
as a result of the present high rate of deliveries. The de- 
bilitating effects of a steel strike, which hit the indus- 
try’s income in 1956, will not recur in 1957, and further 
rate increases, effective in December, 1956, should in- 
crease revenues by several hundred million dollars. 
Further rate increases are already petitioned for and 
will affect 1957 operations favorably if they are acted 
upon reasonably promptly by the Interstate Commerce 
Commission. 


B: MOST standards, the nation’s railroads en- 


THE TRAFFIC PATTERN 


Throughout the postwar years, railroad freight traffic 
has enjoyed only a very dampened rate of growth, rela- 
tive to other transportation industries. In the past 
decade, the rail share of total freight traffic has fallen 
from about two thirds to less than one half. In the same 
period, water carriers and pipelines have increased their 
share modestly, and motor hauling has climbed dramat- 
ically. Indeed, motor carriers have provided intensely 
aggressive competition for the rails. 

As a result of this continuous sapping of the market 
by competitive carriers, the gain in freight revenue 
miles in the postwar years has amounted to little more 
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The Freight-Car Situation 
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1948 1949 


than 5%, while industrial production and GNP ( in real 
terms) have increased about 40%, and farm production 
has risen about 13%. 

From 1947 to 1954, the relative decline of the rail- 
roads was almost continuous (see charts). It was inter- 
rupted during the early years of the Korean war, partly 
because railroads had additional capacity available to 
handle a large part of the additional freight volume 
generated by the war, and partly because movement 
of much of military material requires rail facilities. In 
1954, as both defense deliveries and private business 
subsided, rail traffic suffered heavily. 

‘In the booming years of 1955 and 1956, revenue 
ton-miles rose about as rapidly as business activity gen- 
erally, and the gap between rail traffic and other 
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measures of national business has stabilized, at least 
temporarily. 


PIGGYBACKING AND OTHER DEVELOPMENTS 


The last two years are not without other favorable 
indications for the railroads. They are now engaged in a 
significant program of modernization and improve- 
ment, including the initiation of such new services as 
“piggybacking” (see page 96). Rail outlays for new 
equipment fell sharply in 1954, as a result of the reces- 
sion of that year. They began recovering in late 1955, 
but steel shortages delayed deliveries of much new 
equipment into 1956. By then, total outlays for new 
equipment reached $1.3 billion, and a further consider- 
able rise is probable for 1957. Scheduled expenditures 
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for the first quarter of 1957 are at a seasonally adjusted 
rate over $1.5 billion, and there remains a ponderous 
backlog of freight-car orders. 

In addition to outlays for freight cars, signaling 
systems have been revamped, yards have been con- 
verted to more automatic operation, and the steam 
locomotive has now been almost completely supplanted 
by modern deisel power. 


FREIGHT-CAR SITUATION 


An upsurge in ordering of railroad equipment began 
in the first quarter of 1955, and gained momentum as 
the year progressed, partly to take advantage of rapid 
amortization certificates applicable to freight cars or- 
dered before December 31, 1955. Another 40,000 new 
cars were ordered during 1956, despite a high backlog 
and a slow delivery rate. 

The new boxcars, gondolas, flatcars and hoppers of 
today carry more freight, and are designed to minimize 
damage in transit. But the most striking change in rail 
equipment is the development of “piggybacking,” the 
movement of loaded truck trailers on freight cars. In 
1956, about 200,000 flat cars carrying truck-trailers were 
moved by the forty-seven railroads now offering this 
service. In terms of fuel consumption, man-hours, and 
running expenses, piggybacking is highly efficient. The 
economies of hauling freight by this method have al- 


Selected Operating Statistics of Class | Railroads 


Freight Oper- Oper- Net Oper- Rate 
ar- ating ating ating of Return 
loadings | Revenue | Expenses | "9006 | Ratios | strat 
sands) (Millions of Dollars) (Per Cent) 
1950...... 38,903 9,473 | 7,059 184 74.52 4.28 
LOGTe ere 40,499 | 10,390 | 8,041 693 77.39 3.76 
1952... .... 37,985 | 10,581 | 8,053 825 76.11 4.16 
19635 cay 38,216 | 10,664 | 8,135 903 76.29 4.19 
1954...... $3,915 9,371 | 7,384 682 78.80 3.28 
LOSS aero 37,636 | 10,106 | 7,646 927 75.66 4.22 
1956e..... 37,842 | 10,600 | 8,155 875 76.93 3.95 


1 After taxes and fixed and contingent charges. 

2 Vea expenses as a per cent of operating revenue. 

3 Net railway operating income after taxes but before fixed and contingent charges 
as a per cent of average net investment at beginning and end of year. Net investment 
is investment after depreciation and amortization. 

e—Estimated 


Sources: Interstate Commerce Commission; Association of American Railroads 


ready been recognized by many shippers. This is a new 
source of business—something for which the railroads 
have been searching for many years. 

Originally, piggybacking was envisioned as a profit- 
able union between trucking companies and railroads, 
But the railroads seem to have seized the initiative in 
this combination. Most railroads have set up their own 
truck lines and perform all the services themselves. It is 
expected that this motor-rail combined service will add 
about $1 billion per year to railroad freight revenues 
within the next ten years. 

In evaluating the effect of these changes in position of 
the railroads, it should be borne in mind that rail 


traffic is highly sensitive to changes in business condi- 
tions, because it is largely dependent on relatively sensi- 
tive industries for its freight volume. In some degree, 
the railroad outlook is the outlook for the heavy mate- 
rials and large durables associated with business spend- 
ing. Moreover, rail traffic is extremely sensitive to 
changes in inventory policy; what might, on other 
accounts, be treated as a minor inventory adjustment, 
is often reflected very substantially in freight revenues. 
Whatever the outcome of the railroads’ loss of freight 
volume over the past decade, and their present counter- 
attack against other carriers, they remain tied to the 
nation’s general business cycle. 
HYMAN STEINBERG 
Division of Business Analysis 


Business Forecasts 
(Continued from page 76) 


afford productive markets for building materials, It is un- 
likely that the building materials industry will boom in 1957, 
but all influencing factors seem to add up to a relatively good 
year.” 


Steel-Canada 


H. G. Hilton, president of Steel Company of Canada Ltd. 
(as reported in Steel, February 4)—“Steel production of 11.8 
million tons and a population of 26 million were predicted for 
Canada by 1980. . . . Mr. Hilton forecast an outlay of $9.9 
billion (Canadian dollars) by the steel industry during this 
period, not including plant replacement. .. . 

“Canada’s future as a major world ore producer is assured 
by reserves of an estimated three billion tons of high-grade ore 
and extensive deposits of low-grade ore which will be in more 
demand as new processes of beneficiation are developed. 

“More than 17 million tons of ore were produced last year, 
and it is predicted that this will be stepped up to 40 million 
tons within the next ten years. Despite the current high out- 
put, nearly three tons of imported ore for every ton of do- 
mestic were used last year. . . .” 


Business Bookshelf 


Modern Advertising Practices and Principles—A textbook 
covering the various aspects of the advertising job including 
consumer research, copy writing, layout, media. By Harry 
Walker Hepner, McGraw-Hill Book Company, Inc., New 
York, 1956, 740 pages, $6.75. 


Guide to Elementary Statistical Formulas—A compact, sim- 
ple, and clear handbook for the business statistician con- 
cerned with internal company statistics or with over-all 
economic indicators—and for business executives who wish 
to understand the mathematical techniques used by the 
company statistician. Each formula given is accompanied 
by a description of the symbol used and a specific example is 
worked out in detail. Included are sections on such matters 
as seasonals, measures of trend, correlation, calendar-shift 
corrections, averages, ratios, logarithms, and square roots. 
By Robert E. Johnson and Doris N. Morris. McGraw-Hill 
Book Company, New York 36, N. Y., 1956, 102 pp. $3.00. 
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Studies in Business Economics 


No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 


55—Statistical Handbook of the U.S.S.R. 
54—The Business Outlook, 1957 
53—Interest Rates and Monetary Policy 
52—Income and Resources of Older People 
5!—Productivity in Industry 
50—The Economics of Consumer Debt 
49—The Business Outlook, 1956 
48—The "Fair Trade" Question 
47—Growth Patterns of States 
46—The Business Outlook, 1955 
45—Convertibility and Foreign Trade 
44—Industrial Russia—The New Competitor 
43—Shall We Return to a Gold Standard—Now? 
40—The Economics of Tariffs 
39—Growth Patterns of Cities 
38—CEA: Retrospect and Prospect 
36—Resources: From Abundance to Scarcity by 1975? 
33—Credit Policy: Recent European Experience 
32—Growth Patterns in Industry 
30—Strike Controls in Essential Industries 
29—Defense Economics—CEA Model 
28—Key Materials; Current Supply and Outlook 
24—Economics of the Work Week 
23—When Should Wages Be Increased? 
18—America's Mineral Resource Position 
15—Behavior of Wages 

10—Dividend Policy and Tax Problems 

9—The ‘Miracle’ of Productivity 

6—Full Employment and Scarcity 


In the January Management Record 


Role of Foremen in Collective Bargaining—Since foremen are the men who must 


“live” with the union contract, they are often consulted on proposed contract 
changes. This article reports on the various methods companies use to get foremen's 
suggestions, and what happens in those companies where foremen actually sit in on 
the bargaining sessions. 


College Recruitment in 1957—Starting rates for graduates will be higher than ever 


this year and company recruiters will continue having a difficult time filling their 
quotas. Engineers will again be the most sought after and the highest-paid recruits. 
But, this article points out, there is an ironic twist here—after ten years of employ- 
ment, engineers’ salaries are lower than those paid to men in accounting, sales and 
general business. 


Fringe Benefits for Exempt Supervisors—tn recent years, the need to maintain a 


sufficient pay differential between the supervisor and the men under him has been 
stressed. But what about fringe benefits? Is the supervisor favored over hourly paid 
employees when it comes to vacations, severance pay, group insurance or pensions? 
In this article, twelve fringe areas are considered separately as they affect super- 
visors in 363 companies. 


Plan for White Collar Unionization—Recently, the Industrial Union Department of 


the AFL-CIO called a meeting to discuss ways and means of organizing a large 
segment of nonunion employees—the white collar workers. The union men feel that 
economic conditions are propitious for this move. They cite the threat of automation 
and the comparatively low wages of this group to uphold their position. 
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A FISTFUL OF FACTS ON RUSSI 


Enlisting the aid of The New York 
Times’ expert on Russia and utiliz- 
ing State Department beginnings, 


the Board has prepared a revised STATISTI CAL 


translation of the most recent Soviet 

statistical handbook—in fact, the 

first one the Soviet Union has pub- HAND BOO K 
lished in 20 years! OF THE 


The Board has omitted a few minor 

tables in the original Russian work U.S. S.R. 
and has added several additional 
tables on the “national accounts.” 
It has also provided a commentary, 
many annotations, a glossary, and 


a selected bibliography. Harry Schwartz 


The motto carried on the Board's 
seal, “Let there be light,” is par- 
ticularly apt to this publication. For 
this study will surely become a John S. Sinclair 
means of enlightenment in a field 
where statistics have been more 
scarce than abundant. 


With Introduction, Additional Tables and 
Annotations by 


and Foreword by 


A Translation of a Soviet Work: 
This important and practically unique Narodnoye Khozyaistvo S.S.S.R. 


study has just been mailed to the d 
Board’s Associates. Additional cop- (National Economy of the U.S.S.R.) 


ies are available. For light on Moscow, 1956 
Russia’s economy and its potential, 
turn to the— 


STATISTICAL HANDBOOK OF THE U.S.S.R 
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